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Foreword 


I am pleased to present the October volume of my 2000 Report. Bound with this Foreword are the Main Points 
of 8 separately issued chapters: 


10. Transport Canada — Airport Transfers: National Airports System 

1 Human Resources Development Canada — Grants and Contributions 

i. Values and Ethics in the Federal Public Sector 

13. Assessment of Financial Management Capabilities in Departments 

14. Canadian International Development Agency — Managing Contracts and Contribution Agreements 
a3: Health Canada — First Nations Health: Follow-up 

16. Follow-up of Recommendations in Previous Reports 

17. Other Audit Observations 


In the first two volumes of my Report each year, it has been my practice to highlight in the Foreword some 
common themes in the chapters that follow. Specific comment on the results of individual audits I normally 
reserve for my annual chapter, Matters of Special Importance. However, the issues surrounding grants and 
contributions warrant particular mention here. While this Report deals with those issues as reflected in our recent 
audit at Human Resources Development Canada, our work in various departments back to 1977 has identified 
persistent shortcomings that we continue to find each time we examine grant and contribution programs. 


The proper management of grants and contributions is an essential part of good public administration in the 
federal government. There are large amounts of public funds involved and they should be spent only with great 
care and appropriate levels of control. 


I find our audit observations in Chapter 11 on grants and contributions at HRDC disturbing in the light of good 
public administration principles. Our work confirmed the findings of the Department’s 1999 internal audit, and 
more. We found breaches of authority, improper payments, limited monitoring, and approvals that had not 
followed established procedures. Beyond the immediate corrective action it has taken, HRDC needs to make 
today’s extraordinary effort tomorrow’s routine and fundamentally change its day-to-day approach to the delivery 
of grants and contributions. 


Our audits have revealed other instances of weak financial management and control related to grants and 
contributions. Chapter 14, for example, points out weaknesses in CIDA’s management of contribution agreements. 


Touching also on the need for improvements in financial management, Chapter 10 on our audit of airport transfers 
highlights the importance of proper financial analysis for decision making and careful oversight to protect federal 
assets. 


nN 


Report of the Auditor General of Canada - October 2000 


Experience has shown repeatedly that as departments focus on improving their services to Canadians, they must 
balance that objective with the fundamentals of financial management and control. Chapter 13 sets out the results 
of an assessment of financial management capabilities across a number of departments. We found gaps between 
current expectations for financial management and the existing capabilities of departments. 


[t is clear from the work reported in these chapters that the challenges still to be met in improving financial 
management are substantial. 
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Transport Canada 


Airport Transfers: National Airports System 


Chapter 10 - Main Points 


10.1 Our audit examined how Transport Canada handled the transfers of Canada’s largest and busiest airports 
between 1992 and 1999. These airports make up Canada’s National Airports System. Under the transfer 
agreements, Transport Canada retains ownership of the airports but leases out their management, operation and 
development to bodies known as airport authorities. Our audit concentrated on the financial and oversight aspects 
of airport transfers in the National Airports System (NAS), not on security and safety. 


10.2 We found many significant weaknesses in management practices. Among our most important 
observations are the following: 


e Before it started the lease negotiations for each airport transferred in the second round, and any 
renegotiations, Transport Canada did not determine the fair market value of the airport assets and 
business opportunities it was transferring. Such information is fundamental to both negotiating and 
renegotiating leases and, in our view, its absence represents a clear departure from sound 
management practice. The quality of information for making decisions on such things as rent is 
significantly impaired as a result. 


e The Department has renegotiated four leases, at a cost to the government of about $474 million in 
forgone rent ($342 million net present value). The renegotiated deals do not adhere to some of the 
government’s key directions. Further, Transport Canada cannot demonstrate how the deals for all of 
the transferred airports are equitable, uniform, consistent and fair, one with the other, as the 
government directed. 


e As aresult of renegotiations, the government has, in effect, agreed to a reduction of future revenues 
of the Crown and to the funding of significant capital projects. The information presented to 
Parliament on forgone rent and the funding of capital projects was fragmented, incomplete and, in 
some years, non-existent. 


e From 1992 to 1999, the government continued to provide financial support to most of the transferred 
airports. It provided to the airport authorities a total of $360 million, including $118 million in rental 
credits at Lester B. Pearson International Airport toward a number of renovation projects. The 
government received a net total of $593 million in rent from airport authorities in this period. 


e Asassessed by its consultants, the Department’s preliminary financial results indicated that 
five years after transferring the first four airports in 1992, the government’s most likely financial 
position varied significantly after each transfer — from better off to worse off. Although the analysis 
had been completed — as part of three separate studies with a total cost of $680,000 — a year before 
our audit ended, we found that Treasury Board and Cabinet had not yet seen the results. The 
Department has yet to conduct any such analysis for any of the other transferred NAS airports. 


e We are concerned that eight years into the transfer process, Transport Canada has yet to clearly 
define its role as landlord and overseer of the National Airports System. Its handling of key emerging 
issues such as those related to airport improvement fees, subsidiaries and sole-source contracting has 
generally been inadequate and, until 1997, was virtually non-existent. Treasury Board and/or Cabinet 
have received little information on these issues, and some of what they have received has been 
incomplete and inaccurate. 
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Background and other observations 


10.3. Airports in the National Airports System have been transferred in two rounds. In 1992, Transport Canada 
leased out the management and administration of four major airports — at Montreal (Dorval and Mirabel), 
Vancouver, Calgary and Edmonton — to four “local airport authorities”. The second round began in 1996 with the 
transfer of Toronto’s Lester B. Pearson International Airport. Since then, 12 other airports, including those at 
Ottawa, Victoria, Winnipeg and Moncton, have been transferred to “Canadian airport authorities”. At the end of 
our audit, the last four NAS airports — Gander International, Québec/Jean-Lesage International, Fredericton and 


Prince George — remained to be transferred. 


10.4 — Although Transport Canada began transferring airports in the late 1980s and has been leasing out airports 
since 1992, only in 1994 was the National Airports Policy issued. The government saw transfers as a means of 
funding expansion in the vital National Airports System, making airports more competitive and viable and giving 
communities the flexibility to use them as tools for economic development. At the same time, Transport Canada 
would be able to oversee the entire System. 


10.5 Transport Canada notes that a number of aspects of the transfer initiative have been positive and that 
airport authorities have made some strategic choices that have also represented difficult operational decisions. 
These included, for example, the expansion of passenger facilities, liberalization of operating policies and 
relocation of scheduled traffic from one airport to another. 


The Department’s responses to our recommendations are included in this chapter. While the Department 
agrees with the majority of the recommendations and indicates the steps that it is taking or intends to take 
to address them, it takes a different position on a number of issues as reflected in its response following 
paragraph 10.106. 
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Human Resources Development 
Canada 


Grants and Contributions 


Chapter 11 - Main Points 


11.1 Our audit examined four of the grant and contribution programs included by Human Resources 
Development Canada (HRDC) in its 1999 internal audit. We concluded that there were widespread deficiencies in 
the management control frameworks of all four programs. Our findings, which covered the period to December 
1999, confirmed — and extended — those of the Department’s 1999 internal audit. Among other things, we found 
breaches of authority, payments made improperly, very limited monitoring of finances and activities, and 
approvals not based on established processes. 


11.2 The results that projects were to achieve were often not defined in terms that could be measured. Even 
when they were (as in the case of Youth Internship Canada), results were not measured systematically to provide 
managers with feedback for making necessary improvements and to provide a basis for accountability. Some 
evaluation of these programs had been done. The evaluations of the Sectoral Partnerships Initiative and 
Transitional Jobs Fund resulted in some program changes. However, we could not support the Department‘s 
findings on the effectiveness of the Transitional Jobs Fund. 


11.3 The Department’s review of 37 “problem files” identified by its internal audit for further follow-up 
established few cases where money could be recovered from project sponsors, because most payment errors 
resulted from inappropriate practices by departmental staff. Many of these practices are not acceptable — 
proceeding without required approvals, relying on oral contracts and paying for ineligible expenses, for example. 
Reporting by HRDC on the results of the review focussed on overpayments and provided little information on the 
problems found. 


11.4 Current management is committed to addressing the serious weaknesses in the management control 
framework in the period up to December 1999 that our audit and the 1999 internal audit identified. HRDC has 
corrective action planned and being implemented in response to the problems identified in its 1999 internal audit. 
The actions and plans also address the deficiencies we found in our audit. 


11.5 The Department has made good progress toward meeting the commitments in its Six-Point Action Plan 
announced in February 2000. Management is enhancing the tools and the support available to staff to improve 
their ability to do their jobs. Work is also proceeding on additional initiatives that expand or complement the 
original action plan. 


11.6 HRDC management will need to sustain its efforts and attention if it is to achieve the broad-based 
systemic change the action plans envision. Beyond the immediate corrective steps the Department has taken, it 
needs to make today’s extraordinary effort tomorrow’s routine and fundamentally change its day-to-day approach 
to the delivery of grants and contributions. Management and staff of the Department need to continue the current 
focus on the fundamentals of control. Minimum standards of control must be in place for all projects. However, 
time and effort needed to review and assess proposals, monitor progress, assess performance, and evaluate results 
should vary with the amount of federal funding involved and the risks associated with the project. 


11.7 HRDC has established an innovative system of tracking performance — one that allows for tracking 
improvements in the management and administration of grants and contributions. Ongoing performance tracking 
and internal audit are essential tools for assessing improvements in the management control framework. 
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Background and other observations 


11.8 HRDC spent about $3 billion in 1999-2000 on grants and contributions for programs such as job creation 
and youth employment, as well as for employment benefits and support measures. We examined in detail four of 
about 40 grant and contribution programs run by HRDC: the Transitional Jobs Fund and its successor the Canada 
Jobs Fund, Youth Internship Canada, Social Development Partnerships and the Sectoral Partnerships Initiative. 


iB ES HRDC’s problems in managing grants and contributions worsened in the 1990s; audits in the late 1990s 
show the persistence of problems identified in the past. An internal audit in 1991 and its follow-up in 1994 led to 
little corrective action. Management’s priorities then were to implement major policy initiatives and improve 
service; there was not enough emphasis on maintaining essential controls while red tape was being reduced and 


service improved. 


11.10 |More work is required to determine the resources needed to deliver grant and contribution programs. The 
Department’s corrective actions and plans are designed to strengthen capacity by providing staff with appropriate 
support, training, tools and systems. HRDC is also taking steps to bring in new staff at appropriate levels. It plans 
to analyze workload to ensure that it has adequate resources in place. 


11.11 The programs we audited had made available general information about their existence. For the most 
part, the promotion of these programs was passive and, in the case of some programs delivered at the local level, 
varied significantly among regions and local offices. Information was not always provided in a way that would 
promote equal access to the programs. 


The chapter includes the Department’s general response and its responses to specific recommendations. 


HRDC has responded positively to our findings and recommendations and affirmed that it will continue to 
sustain the progress shown to date in meeting the commitments of the Action Plan and related initiatives. 


LO 
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Values and Ethics in the 
Federal Public Sector 


Chapter 12 - Main Points 


12.1 Canadians expect that the federal public sector will be a world leader in promoting sound values and 
ethics in government. Ensuring sound values and ethics is a vital part of good governance that supports and 
respects fundamental democratic values. 


12.2 A comprehensive and sustained dialogue with Canadians and throughout the federal public sector is 
required. We propose a framework for action that includes eight priorities. We suggest that action start with the 
following two priorities. 


e Reinforce leadership for promoting ethical conduct by, for example, 
- clarifying the principle of ministerial responsibility and the responsibilities of officials; and 


- identifying the responsibilities of senior and line managers for promoting sound values and 
ethics. 


e Re-invigorate an extensive dialogue on values and ethics that emphasizes the primacy of the 
principles of respect for the law, the public interest, and public service as a public trust. 


12.3 Sound values and ethics are needed to maintain probity. There is a strong foundation of values and ethics 
in the federal public sector. This foundation should not be taken for granted. The government is taking steps to 
maintain sound values and ethics. Most of these measures are limited or in their preliminary stages. To increase 
the likelihood of success, values and ethics initiatives have to be carefully developed, implemented, and 
monitored by using the best available practices. A prerequisite for success is the leadership of parliamentarians, 
ministers and senior officials. 


12.4 The federal government needs to develop an implementation plan with deadlines to address values and 
ethics priorities across the public sector and in federal entities. We will continue to monitor and report to 
Parliament on values and ethics initiatives in the public sector. 


Background and other observations 


12.5 We focussed on values and ethics initiatives that promote ethical decision making that is in the public 
interest. These initiatives would form part of a comprehensive approach to good governance in federal entities. 


12.6 In May 1995 we reported to Parliament on ethics and fraud awareness in government. In 1996 the 
government completed A Strong Foundation: Report of the Task Force on Public Service Values and Ethics 
(Tait Report). These reports contributed to forging a consensus on the values and ethics issues that need to be 
addressed in the federal public service. 


12.7 Ensuring ethical decision making is the responsibility of all members of the federal public sector and 
private sector companies as well as organizations and individuals who receive funds from or do business with the 
public sector. 


12.8 Major changes are occurring in the way government organizes and delivers its programs. These changes 
include deregulation, downsizing, increasing delegation of decision making to officials in the field, contracting 
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out and entering into partnerships with the private sector. As well, the government is using new technologies, and 
its work force is becoming more mobile and diverse. As a result, the government is increasingly relying on a 
strong foundation of values and ethics to make decisions in the public interest. 


12.9 As part of good governance efforts, several departments are implementing major values and ethics 
initiatives. Others do not assign a high priority to developing comprehensive values and ethics initiatives. We 
believe that all entities should objectively assess and report on values and ethics. 


The responses of the Privy Council Office, the deputy minister co-champions for values and ethics in the 
public service, the Secretary of the Treasury Board and the Ethics Counsellor are included at the end of this 
chapter. They agree with our assessment of the initiatives under way and acknowledge that there is an 
important need for further work. 
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Assessment of Financial Management 
Capabilities in Departments 


Chapter 13 - Main Points 


13.1 Our audit assessed the financial management capabilities in five government departments against the 
criteria established in the Financial Management Capability Model published in April 1999. We found that in each 
department gaps remain between current expectations for financial management and the existing capabilities of 
the departments. The capabilities needed to meet current expectations are consistent with those we have described 
in the Control Level of the Financial Management Capability Model. 


13.2 We also noted that departments are at the initial stages of developing the capabilities needed to meet the 
requirements of the government’s Financial Information Strategy and the Modernization of Comptrollership 
initiative. These capabilities are consistent with the capabilities described in the Information Level of the 
Financial Management Capability Model. 


13.3 Based on the level of financial management capabilities in the departments that we audited, the 
challenges to be met in improving financial management are substantial. Only one department is close to meeting 
all the government’s current expectations and none currently have the capabilities needed to meet the goals of the 
Financial Information Strategy and Modernization of Comptrollership initiative. Put simply, it will be very 
difficult to make government more businesslike if stronger financial information is not well integrated into both 
day-to-day management and accountability reporting to Parliament. The achievement of these capabilities 
throughout government will require the strong commitment and sustained support of the Treasury Board 
Secretariat, Privy Council Office and deputy ministers. 


13.4 Our Office has expressed concern about the need to improve financial management in government for a 
number of years. Similarly, the Public Accounts Committee has noted, “There has been a common call for 
improvements in financial information to support government decision making.” We have noted an increase in the 
number of initiatives being undertaken and a heightened sense of urgency to develop strong financial management 
capabilities. The government and the departments themselves have much to do in this area. The success of Results 
for Canadians — A Management Framework for the Government of Canada, the Financial Information Strategy 
and the Modernization of Comptrollership initiative will depend on this action. 


Background and other observations 


os Ba Financial management is an important component of what financial and program managers in 
departments and agencies do in delivering programs and services and exercising stewardship over the resources 
entrusted to them. An integrated and systematic approach to financial management allows managers to have the 
information to make sound decisions, manage risks well, and account properly for the use of public resources. 
Until recently, financial management has focussed on controlling budgets and processing transactions. Today’s 
rapidly changing environment makes it urgent for the government to implement effective financial management. 


13.6 We noted that departments had not implemented adequate monitoring of the effectiveness of their control 
frameworks. Such monitoring, together with providing assurance to senior management that control mechanisms 
are Operating as designed, is an important component of sound management, particularly in a period of significant 
change that accompanies the implementation of new financial systems. 


13.7 One of the most common gaps that we found in departments was the limited ability to combine or 
integrate financial and operational (non-financial) information. This gap has clear implications for individual 


a 
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departments and the government as a whole. First, if departments cannot integrate this information, they cannot 
give Parliament and the Canadian public a realistic picture of how much it has actually cost to produce a given 
result or deliver a given level of service. Second, without integrated information, senior management cannot 

readily forecast the downstream costs of major decisions — for example, a decision to increase or decrease the 


level of service of a program. 


13.8 We also found that departments had not established a clear vision or strategy for the transformations that 
are to take place — an essential first step in managing the changes. Similarly, departments have not determined 
the skills and capacities that are needed to carry out these changes or whether there is a gap between what is 
needed and what they currently possess. We also noted that departments had not implemented specific measures 
against which progress in developing strong financial management capabilities can be tracked. 


The response of the Treasury Board Secretariat, on behalf of the government and the five departments 
audited, is included at the end of this chapter. The response indicates that the recommendations are 
consistent with the current improvement plans and government expectations of sound management 
practices. 


The responses of Canadian International Development Agency, Environment Canada, Fisheries and Oceans, 
Health Canada and Transport Canada are included in the case studies in the chapter. The responses indicate 
an intent to address the gaps identified and that in many cases initiatives are already under way. 
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Canadian International 
Development Agency 


Managing Contracts and 
Contribution Agreements 


Chapter 14 - Main Points 


14.1 In CIDA’s Geographic programs, contracts and contribution agreements with Canadian executing 
agencies are used to implement development projects. Where CIDA used a competitive process for selecting 
executing agencies, with some exceptions the process was properly conducted. However, we observed instances 
where contracts did not comply with the Treasury Board Contracting Policy or the Government Contracts 
Regulations. 


14.2 An authority framework, similar to that for the contracting process, is not in place for CIDA’s 
contribution agreements. The terms and conditions for grants and contributions related to the Geographic 
programs are very general and provide no direction on how and when to use contribution agreements. They 
include a provision that contributions are to be approved in accordance with regular departmental procedures and 
authorities; however, exceptions can be dealt with internally by CIDA. Consequently, CIDA’s use of contribution 
agreements to select executing agencies often varied from its stated internal policies or practices. CIDA can select 
executing agencies by means of contribution agreements, which are, in effect, the same as sole-source contracts 
that would not be permitted under Government Contracts Regulations. This was the case in about half of the 
contribution agreements we examined. 


14.3 CIDA project officers attach considerable importance to monitoring the agreements under their 
responsibility. They commonly use monitors under contract to review and report on progress, and they insist on 
receiving reports from Canadian executing agencies as required. 


14.4 For the Voluntary Sector program, the Canadian Partnership Branch obtains reasonable information on 
the financial health of its Canada-based partners. However, limited information is received on projects that were 
funded, on the amounts spent on them, and on results obtained. CIDA bases its funding primarily on historical 
levels rather than on partners’ performance. More meaningful and accurate information on the Canadian 
Partnership Branch is needed in CIDA’s Performance Report to Parliament. 


Background and other observations 


14.5 CIDA is responsible for managing about $1.8 billion of Canada’s international assistance. Approximately 
$700 million of that amount goes to Geographic Branches for programs aimed at countries in Asia, Africa and 
Latin America. Most of this amount is spent through contracts and contribution agreements with third parties, 
referred to as executing agencies, to deliver development assistance projects. Another $260 million goes to the 
Canadian Partnership Branch for grants and contributions to organizations to carry out their own aid programs. 


14.6 In 1998, our Office published a report that commented on results-based management related to 
Geographic programs. We concluded that progress in managing for results was evident but uneven. 


14.7 This audit focussed on how CIDA’s Geographic Branches manage contracting and other types of 
agreements for goods and services, including the selection of Canadian executing agencies to deliver projects. It 
also examined the control framework for agreements in the Canadian Partnership Branch’s Voluntary Sector 
program. The audit aimed to assess whether CIDA’s contracting/contribution agreement processes respect 
Government Contracts Regulations, Treasury Board guidelines and its own policies; whether they are fair and 
transparent; and whether they meet operational requirements and development needs. 


Report of the Auditor General of Canada - October 2000 15 


The Agency’s responses to our recommendations are included in this chapter. The Agency accepts the 
recommendations and indicates the actions that it is taking or intends to take to address them. 


16 
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Health Canada 


First Nations Health: Follow-up 


Chapter 15 - Main Points 


| | Health Canada has initiated action to address our observations and recommendations on First Nations 
Health (1997 Report, Chapter 13). However, we are concerned that the Department has not yet made sufficient 
progress to fix many of the problems we identified. Continued and sustained effort is required to ensure that all the 
recommendations are fully implemented. 


15.2 We found that: 


e the point-of-service system, a key mechanism in the administration of pharmacy benefits and the 
control of prescription drug use, is now fully operational. It provides drug utilization warning 
messages to assist pharmacists in deciding whether to dispense prescriptions. As a result, a number of 
prescriptions have not been filled; and 


e a pre-determination process for dental benefits, implemented nationally since 1997, has resulted in 
substantial savings. 


(eps! However, we observed that: 


e the management of contribution agreements for the delivery of community health programs is still 
weak; 


e the management of transfer agreements still needs improvement; and 


e Health Canada has not adequately monitored the drug utilization warning messages that pharmacists 
have overridden. Nor has it undertaken sufficient analysis of the effectiveness of the messages to 
determine whether any adjustments are warranted. 


Background and other observations 


15.4 Health Canada delivers health services and other related services to over 600 First Nations communities. 
It delivers them mainly through community health programs (including those transferred to community control) 
and the Non-Insured Health Benefits program, which covers such benefits as prescription drugs, dental care, 
medical transportation, and other benefits. Together, these services represented spending of just over $1.0 billion 
in 1998-99. 


15.5 Our 1997 audit found that Non-Insured Health Benefits program expenditures were not well managed 
and, in most areas, not properly controlled. In particular, significant weaknesses in the management of pharmacy 
benefits allowed clients to access extremely high levels of prescription drugs. We noted numerous reports of 
prescription drug addiction and prescription-drug-related deaths of First Nations individuals in several provinces. 
We also found weaknesses in the management of contribution agreements for the delivery of community health 
programs as well as in the management of transfer agreements. 


15.6 Our follow-up found that the Department has made limited progress in ensuring that reports required 
under separate contribution agreements are provided. We also found that the Department’s performance reports 
contain limited information on the status of community health programs, including outcomes achieved. 
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rS.7 With respect to transfer agreements, we found that community health plans are still not being updated 
when agreements are renewed, and requirements for audits, annual reports and evaluations often are not met. 


15.8 The Department developed and implemented a protocol for following up with clients, physicians, 
pharmacists and professional bodies on cases that suggest possible prescription drug misuse. This has had some 
positive impact, with some regions starting to show a decline in the number of cases of individuals accessing large 
amounts of prescription drugs. However, as management was unsure of the appropriateness of the approach in the 
absence of either client consent or specific statutory authority for the Non-Insured Health Benefits program, this 
intervention was stopped in May 1999. There are still cases of program clients accessing large amounts of 
prescription drugs, and these require follow-up. 


15.9 The Department was slow to develop and incorporate an audit strategy based on an appropriate 
assessment of risks in its new pharmacy and dental claims-processing contract. It also failed to ensure that the 
contractor perform the on-site audits of pharmacies and dental providers that the contract requires. We found few 
such audits undertaken since December 1998 to provide assurance that expenditures claimed had been incurred for 
the intended purposes. 


15.10 Progress to improve efficiencies in administering medical transportation benefits has been limited. 


Health Canada’s responses to our recommendations are included in this chapter. The Department is 
continuing with corrective action in response to our 1997 recommendations and has agreed to take action in 
response to our two new recommendations. 
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Follow-up of Recommendations 
in Previous Reports 


Chapter 16 - Main Points 


16.1 This chapter presents our follow-up of six audits originally published between 1995 and 1998. In the final 
volume of this year’s Report, due to be tabled in December 2000, we will publish an additional follow-up chapter 
and provide a general conclusion of the government’s progress in addressing the concerns we raised in previous 
reports. 


16.2 The policy and legislative environment of the financial services sector has changed considerably since 
our 1995 and 1997 Reports. Canada’s regulatory system for this sector is sound and the Office of the 
Superintendent of Financial Institutions (OSFI) has taken many satisfactory steps to deal with our previous 
recommendations. However, with all the expected changes that will affect the financial services sector, OSFI’s 
ability to supervise and regulate could be challenged in the short term. Furthermore, in this changing environment, 
recruiting and retaining employees will become a bigger challenge. 


16.3 Although progress has been slow on addressing the recommendations of our November 1995 chapter — 
Revolving Funds in the Parliamentary System: Financial Management, Accountability and Audit — recent 
initiatives by the Treasury Board Secretariat substantially address our recommendations. 


16.4 The Canada Industrial Relations Board, formerly known as the Canada Labour Relations Board, has 
made progress in addressing our concerns about financial control problems. Payment to former members was the 
single biggest expenditure of the Canada Industrial Relations Board’s $1.7 million in transition costs. We also 
observed that the government, as a whole, has not taken adequate action to improve the accountability framework 
governing travel and hospitality expenditures of senior Governor in Council appointees. 


16.5 National Defence has made significant progress in addressing its lack of plans and priorities for its capital 
acquisition program. The management of individual major capital projects has also improved. The Department has 
gone beyond its original commitments to make improvements. Nevertheless, officials estimate that the 
Department is still about $750 million a year short of the amount needed to modernize and maintain readiness. 
The “hard choices” referred to in 1998 have been identified, but not all of them have been made. 
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Other Audit Observations 


Chapter 17 - Main Points 


17.1 The Auditor General Act requires the Auditor General to include in his Reports matters of significance 
that, in his opinion, should be brought to the attention of the House of Commons. 


17.2. The “Other Audit Observations” chapter fulfils a special role in the Reports. Other chapters normally 
describe the findings of the comprehensive audits we perform in particular departments, or they report on audits 
and studies of issues that relate to operations of the government as a whole. This chapter reports on specific 
matters that have come to our attention during our financial and compliance audits of the Public Accounts of 
Canada, Crown corporations and other entities, or during our value-for-money audits. 


17.3. The chapter normally contains observations concerning departmental expenditures and/or revenues. The 
issues addressed generally involve failure to comply with authorities, and the expenditure of money without due 
regard to economy. 


17.4 Observations reported in this chapter cover the following: 


e Space was leased at an excessive cost for a Canada Business Service Centre in Sydney, Nova Scotia 
that was never operated as intended; 


e Inappropriate netting of benefit payments obscures the true size of government revenues and 
expenditures and complicates the evaluation of fiscal measures; 


e Government programs and spending for Parc Downsview Park Inc. lack clear parliamentary 
authority; 


e Non-recovery of expenditures for safe drinking water on Indian reserves affected by Manitoba Hydro 
development; and 


e Significant risk that a $113 million relocation project will not adequately address the needs of the 
Innu. 


17.5 Although the individual audit observations report matters of significance, they should not be used as a 
basis for drawing conclusions about matters we did not examine. 
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Chapter 10 


Transport Canada 


Airport Transfers: National Airports System 


The audit work reported in this chapter was conducted in accordance with the legislative 
mandate, policies and practices of the Office of the Auditor General. These policies and 
practices embrace the standards recommended by the Canadian Institute of Chartered 
Accountants. The numbered paragraphs in bold face represent recommendations. 


Table of Contents 


Main Points 


Introduction 


Transfer model for airports in the National Airports System is unique 
As owner/landlord the government is entitled to receive rent 

Two rounds of transfers to date 

In February 2000, four airports remained to be transferred 

Focus of the audit 


Observations and Recommendations 


Policy Aspects of the National Airports System 
A comprehensive national policy on airports did not exist until 1994 
Policy framework for transfers has six components 
Transport Canada needs to formally codify its application of the transfer framework 
Transport Canada’s five-year review still under way 


Financial and Operational Aspects of the National Airports System 
Capital works at transferred airports are impressive 
Changing conditions can affect airports financially 
Government financial support continues after transfer 


Managing and Administering Airport Transfers 
Transport Canada did not assess fair market value 
Is the government better off? 
Transport Canada has not analyzed the overall financial impact of the airport transfers 
Quality of information to decision makers needs significant improvement 
Toronto deal has been renegotiated 


Transport Canada’s Performance in Post-Transfer Matters 

Transport Canada has yet to define its role in post-transfer matters 

Transport Canada has not developed its position on the growing use of airport 
improvement fees 

The advent of subsidiaries 

Use of sole-source contracts by airports versus government’s objectives of equal access 
and best value 

A largely hands-off approach to landlord responsibilities 

Transport Canada’s oversight of financial viability lacks rigour 

Airport authorities are still not subject to the Canadian Environmental Assessment Act 

Federal enabling legislation for transfer of airports dates back to 1992 


Conclusion 


About the Audit 
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Main Points 


10.1 Our audit examined how Transport Canada handled the transfers of Canada’s largest and busiest airports 
between 1992 and 1999. These airports make up Canada’s National Airports System. Under the transfer 
agreements, Transport Canada retains ownership of the airports but leases out their management, operation and 
development to bodies known as airport authorities. Our audit concentrated on the financial and oversight aspects 
of airport transfers in the National Airports System (NAS), not on security and safety. 


10.2 We found many significant weaknesses in management practices. Among our most important 
observations are the following: 


* Before it started the lease negotiations for each airport transferred in the second round, and any 
renegotiations, Transport Canada did not determine the fair market value of the airport assets and 
business opportunities it was transferring. Such information is fundamental to both negotiating and 
renegotiating leases and, in our view, its absence represents a clear departure from sound 
management practice. The quality of information for making decisions on such things as rent is 
significantly impaired as a result. 


* The Department has renegotiated four leases, at a cost to the government of about $474 million in 
forgone rent ($342 million net present value). The renegotiated deals do not adhere to some of the 
government’s key directions. Further, Transport Canada cannot demonstrate how the deals for all of 
the transferred airports are equitable, uniform, consistent and fair, one with the other, as the 
government directed. 


* Asa result of renegotiations, the government has, in effect, agreed to a reduction of future revenues 
of the Crown and to the funding of significant capital projects. The information presented to 
Parliament on forgone rent and the funding of capital projects was fragmented, incomplete and, in 
some years, non-existent. 


* From 1992 to 1999, the government continued to provide financial support to most of the transferred 
airports. It provided to the airport authorities a total of $360 million, including $118 million in rental 
credits at Lester B. Pearson International Airport toward a number of renovation projects. The 
government received a net total of $593 million in rent from airport authorities in this period. 


¢ As assessed by its consultants, the Department’s preliminary financial results indicated that 
five years after transferring the first four airports in 1992, the government’s most likely financial 
position varied significantly after each transfer — from better off to worse off. Although the analysis 
had been completed — as part of three separate studies with a total cost of $680,000 — a year before 
our audit ended, we found that Treasury Board and Cabinet had not yet seen the results. The 
Department has yet to conduct any such analysis for any of the other transferred NAS airports. 


* We are concerned that eight years into the transfer process, Transport Canada has yet to clearly 
define its role as landlord and overseer of the National Airports System. Its handling of key emerging 
issues such as those related to airport improvement fees, subsidiaries and sole-source contracting has 
generally been inadequate and, until 1997, was virtually non-existent. Treasury Board and/or Cabinet 
have received little information on these issues, and some of what they have received has been 
incomplete and inaccurate. 
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Background and other observations 


10.3 Airports in the National Airports System have been transferred in two rounds. In 1992, Transport Canada 
leased out the management and administration of four major airports — at Montreal (Dorval and Mirabel), 
Vancouver, Calgary and Edmonton — to four “local airport authorities”. The second round began in 1996 with the 
transfer of Toronto’s Lester B. Pearson International Airport. Since then, 12 other airports, including those at 
Ottawa, Victoria, Winnipeg and Moncton, have been transferred to “Canadian airport authorities”. At the end of 
our audit, the last four NAS airports — Gander International, Québec/Jean-Lesage International, Fredericton and 
Prince George — remained to be transferred. 


10.4 — Although Transport Canada began transferring airports in the late 1980s and has been leasing out airports 
since 1992, only in 1994 was the National Airports Policy issued. The government saw transfers as a means of 
funding expansion in the vital National Airports System, making airports more competitive and viable and giving 
communities the flexibility to use them as tools for economic development. At the same time, Transport Canada 
would be able to oversee the entire System. 


10.5 Transport Canada notes that a number of aspects of the transfer initiative have been positive and that 
airport authorities have made some strategic choices that have also represented difficult operational decisions. 
These included, for example, the expansion of passenger facilities, liberalization of operating policies and 
relocation of scheduled traffic from one airport to another. 


The Department’s responses to our recommendations are included in this chapter. While the Department 
agrees with the majority of the recommendations and indicates the steps that it is taking or intends to take 
to address them, it takes a different position on a number of issues as reflected in its response following 
paragraph 10.106. 


Q- ; 
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Introduction 


10.6 Since 1992, Transport Canada 
has been transferring the management and 
operation of Canada’s largest and busiest 
airports to airport authorities — 
not-for-profit organizations created 
specifically to run and develop the airports 
that make up the National Airports System 
(NAS). They are meant to represent the 
interests of the municipalities served by 
the airports and the interests of other 
stakeholders such as boards of trade, 
chambers of commerce and other local 
socio-economic groups (see Exhibit 10.1). 


10.7 Each of the 26 airports in the 
NAS either handles more than 

200,000 passengers every year for at least 
three consecutive years or serves a 
provincial or territorial capital (see 
Exhibit 10.2). Collectively, the NAS 
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organizations is the last step in the 
government’s withdrawal from air 
transportation operations. In 1988 it 
privatized Air Canada, and in 1996 it sold 
its civil air navigation system to NAV 
CANADA. However, Transport Canada’s 
mandate to regulate the safety and 
security of air transportation has not 
changed. It must still ensure that 


transferred airports operate in a safe and The airports in the 
secure manner. National Airports 
Transfer model for airports in the System transferred so 


National Airports System is unique 


10.9 In transferring the NAS airports, 
the federal government enters into 
long-term lease arrangements with airport 
authorities but retains ownership of the 
airports. The term of the leases is 

60 years, with an option to renew for an 
additional 20 years. 


far represent billions 
of dollars in airport 
revenues and other 
business opportunities 
such as hotels, 
restaurants and retail 


airports handle more than 90 percent of air 10.10 |The NAS airports transferred so concessions. 
passenger traffic in Canada. The far represent billions of dollars in airport 
government considers them to be the revenues and other business opportunities 
airports most essential to Canada’s air such as hotels, restaurants and retail 
transportation. concessions. Airport authorities can also 
create subsidiaries with the ability to 
10.8 Transferring its responsibility for generate even more revenue from 
operating NAS airports and divesting its “off-airport” business activities. NAS 
ownership of more than 100 other airports —_ airports have their own regional economic 
to local governments or community realities and are at different stages of 
The first round of airport transfers were those to local airport authorities (LAAs) in 1992. The Exhibit 10.1 
second round of airport transfers, to Canadian airport authorities (CAAs), was intended to follow 
the 1994 National Airports Policy and the Public Accountability Principles. Both LAAs and CAAs About Airport Authorities 


Airport authorities are responsible for all airport operations and for capital projects such as 
expanding terminal buildings and improving runways. Among other things, they are also 
responsible for providing emergency services, developing airport lands for various uses (for 
example, hotels and other commercial activity) and for renting space used for shops, restaurants 
and the many other businesses that serve the travelling public. 


_ Airport authorities - LAAs and CAAs ~ are largely monopolies and enjoy a captive market. They 
can, without regulation, set fees (for example, landing fees) to fund capital works and operations at 
airports, make any type of investment, and accumulate large reserves, tax-free. Thus, many large 
airports in the NAS have been given a financial position that enables them to carry out very large 


projects in a short period of time. 


are constituted, for the most part, under the Canada Corporations Act and pursuant to by-laws 
approved by the Minister of Transport. An airport authority is intended to be a not-for-profit 
business entity created under federal/provincial legislation, as required, to manage and operate a 
local airport system and associated business enterprises. Local municipalities and various groups 
nominate members to the boards of directors of LAAs and CAAs. Virtually all authorities include 
two or three federal government representatives, who do not report to the federal government. 


Source: Transport Canada 
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growth and expansion. Airport authorities 
pay Transport Canada nothing up front for 
either the use of the airports or the rights 
to attendant business opportunities — 
which include the power to set their own 
user fees. Instead, the intent is that the 
government will receive its due 
consideration in rent payments over the 
60-year term of each lease. 


Airport authorities pay 
Transport Canada 
nothing up front for 
either the use of the 
airports or the rights 
to attendant business 
opportunities — which 
include the power to 
set their own user 


As owner/landlord the government is 
entitled to receive rent 


10.11 As owner/landlord of transferred 
airports in the National Airports System, 


fees. the government is entitled to receive rent 
from each airport authority for the use of 
land and airport facilities. In 1999, the 
government netted over $170 million in 
rent. This was more than a quarter of the 
Exhibit 10.2 


Canada’s National Airports System 


Whitehorse 
. os 
Yellowknife 
Prince George 
Edmonton 
: Saskatoon — 
Vancouver . iS) 
ee oo Calgary @ er 
Victoria elowna pee @ 


The National Airports Systems (NAS) consists of 26 airports that, collectively, 
handle over 90 percent of the air passenger traffic in this country. Included in the 
NAS are airports serving the national, provincial and territorial capitals as well 
as airports that handle at least 200,000 passengers every year for at least three 
consecutive years. 


Source: Transport Canada, February 2000 


cumulative $593 million net total it had 
received since the transfer process began 
in 1992. We note that most NAS transfers 
were made in the last three years, and the 
government has renegotiated rent 
reductions in some of them, bringing in 
less revenue as a result (see paragraph 
10/55); 


Two rounds of transfers to date 


10.12 The NAS airports have been 
transferred in two rounds. The first began 
in 1992, when Transport Canada leased 
out the management and administration of 
four major airports — at Montreal (Dorval 
and Mirabel are considered one airport), 
Vancouver, Calgary and Edmonton — to 
four local airport authorities (LAAs). The 
second round began in 1996 with the 
transfer of Toronto’s Lester B. Pearson 
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International Airport to a Canadian airport 
authority (CAA). The change from LAA 
to CAA reflects the government’s 
introduction of the National Airports 
Policy in 1994 (see Exhibit 10.3). The 
Policy defined Canada’s National Airports 
System for the first time. The NAS 
included the four airports leased in 1992, 
and the federal government noted that it 
would lease out all remaining NAS 
airports along the same lines. However, all 
new airport authorities (CAAs) would be 
expected to follow Public Accountability 
Principles and adhere to a new standard 
formula for calculating rent payable to the 
government. 


In February 2000, four airports 
remained to be transferred 


10.13 Although the National Airports 
Policy anticipated that all 26 NAS airports 
would be transferred by 31 March 2000 
(see Exhibit 10.4), in February 2000 there 
were still four to be transferred (at 
Quebec, Fredericton, Gander and Prince 
George). According to Transport Canada, 
there are several reasons why the four 
airports remain. The Department notes 
that in one case, until recently there was 
no local interest in taking over the airport. 
It further notes that because these are 
smaller airports, their long-term financial 
viability is a concern. In 1998, the 
government directed Transport Canada to 
make the four airports self-sustaining by 
March 2003 and has extended their 
transfer deadline accordingly. 


Focus of the audit 


10.14 We last audited airport transfers 
in 1993, and reported the very preliminary 
results of the first round of transfers. Now, 
seven years later, we are able to provide 
additional information on the results of the 
first round as well as on NAS transfers in 
general (to February 2000). 


10.15 Our overall objective for the 
audit was to examine Transport Canada’s 
management and administration of airport 
transfers since the first round in 1992, 
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including any renegotiations. We also took 
a preliminary look at its performance in 
overseeing the financial viability and 
integrity of the National Airports System 
and discharging its responsibilities as 
landlord of the airport facilities. We did 
not review the safety and security aspects 
of airport operations. 


10.16 We focussed our audit on eight of 
the largest airports: those at Victoria, 
Vancouver, Edmonton, Calgary, Toronto, 
Ottawa, Montreal (Dorval and Mirabel) 
and Moncton. All are part of the National 
Airports System, representing 85 percent 
of its traffic in 1998 and just about all of 
Transport Canada’s lease revenues. We 
looked at Transport Canada’s adherence to 
government directions and to key 
financial principles established for the 
transfers. We also looked at its new role as 
landlord of the transferred facilities and 
overseer of the National Airports System 
and at how it was dealing with emerging 
issues of governance and accountability. 
In doing so, we considered the transfer 
arrangements and any renegotiated 
arrangements for each airport. 


10.17 More details about the audit 
objective and scope (including the areas 
we did not examine) are in About the 
Audit at the end of this chapter. 


The government has 
given a qualified 
undertaking to 
renegotiate with at 
least three more 


: airport authorities 
Observations and r 
é under certain 
Recommendations ay 
conditions. 
10.18 The observations and 


recommendations that follow are not 
intended to suggest that the government 
terminate the transfer initiative or take 
back the airports it has already transferred. 
However, the need to address observed 
shortcomings is a pressing one. Leases run 
for 60 years; some have already been 
renegotiated, and the government has 
given a qualified undertaking to 
renegotiate with at least three more airport 
authorities under certain conditions. 
Transport Canada is also being pressured 
by more authorities to enter into 
renegotiations. Proper systems and 
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Exhibit 10.3 


Policy Framework for 
Airport Transfers 


1987 - Guiding Principles (LAAs) 


Some examples: 
Six Key Components of the ¢ No increase in funding by the government 
¢ Authorities subject to the Federal Competition Act 
° Not-for-profit corporation 
e Authorities to operate under terms and conditions 
of the operating certificate and under the safety and 
security regulations 
e Government to get a reasonable compensation for 
any facility transferred 
e Many others 


1989 - Supplementary Principles (LAAs) 


Some examples: 

* Airports to be leased on a long-term basis and 
valued on the basis of fair market value with 
consideration of potential earnings 

¢ Asa general rule, authorities to be self-sufficient 

* Authorities to operate at arm’s length from 
government without financial recourse to it 

¢ Board members must be Canadians, nominated by 
municipal governments and other parties such as 
chambers of commerce and boards of trade 

¢ Airports to be operated with flexibility, efficiency 
and affordability by local community 


1994 - National Airports Policy (CAAs) 


Some examples: 

* Federal government to maintain its role as regulator 

° Federal government to retain ownership of the 26 
NAS airports and guarantee the integrity and 
long-term viability of the System 

* Airports to meet the needs of users and their 
communities they serve 

* Current levels of service adjusted to meet demand 
and existing user fees to be applied more widely 

* Asa general rule, authorities to be self-sufficient 

five years after transfer 

| « Many others 


| representatives to ensure better accountability to 
public 
¢ Many others ye 


Vis 


1990 to 1998 - Other Government Directions 
(LAAs & CAAs) 


Some examples: 

e Airport transfers should continue to reflect the 
principles of equity, consistency, uniformity and 
fairness 

° Five-year performance review 

¢ Requirement for self-sufficiency is deferred for 
some airports via renegotiation of leases 

¢ Federal government be no worse off 

e Blanket authority to negotiate 16 transfer deals 
without airport-specific Treasury Board approval 

¢ Specific components of lease can be negotiated or 
are predetermined and fixed 

° Renegotiate after five years if minimum passenger 
level not met (only for one airport) 

e Reopen long-term agreements to provide financial 
support at viable airports 

¢ Many others 


a a 
1994 - Public Accountability Principles (CAAs) 
Some examples: 


¢ Not-for-profit corporation 

¢ Board of Directors includes two or three federal 
nominees 

¢ Equitable access to all carriers 

¢ Reasonable user charges 

e Engage in activities consistent with its purpose 

e General practice to tender contracts 

¢ Declarations of business activities to avoid real or 
perceived conflict of interest 

¢ Community consultations 

¢ Many others 


Some examples: 


recourse to the federal government 


better accountability to public. 
* Many others 


* Airports to be leased on a long-term basis 


The financial terms of the airport transfer to the authority to result in fair value for the federal government with 
appropriate consideration to the airport’s future earning potential 
As a general rule, authorities to be self-sufficient 


Authorities to operate at arm’s length from government, consistent with the long-term lease, without any further 


1994 - Fundamental Principles for the Creation and Operation of Canadian Airport Authorities (CAAs) 


Board members to be Canadians, nominated by federal, provincial and municipal governments and other parties 
such as chambers of commerce and boards of trade 


Auports to be operated with flexibility, efficiency and affordability by local community representatives to ensure 
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practices ought to be in place to complete 
both the last four NAS transfers and any 
future renegotiations and to ensure that 
Transport Canada fulfils all of its 
responsibilities for oversight and 
governance after transfer. 


Policy Aspects of the National 
Airports System 


A comprehensive national policy on 
airports did not exist until 1994 


10.19 Although Transport Canada 
began the process of transferring airports 
in the late 1980s and has been leasing out 
airports since 1992, only in 1994 did it 
indicate a need for a National Airports 
Policy. At the time, no statutory, 
regulatory or policy framework clearly 
defined Transport Canada’s role in 
operating airports. According to the 
Department, the absence of a clearly 
defined policy in this area had led it to 
make ad hoc decisions. 


10.20 Transport Canada also noted that 
in making ad hoc decisions, it had for over 
60 years assumed more and more 
responsibility for airports. It assumed this 
responsibility in a patchwork way because 
there was neither a clearly defined role 
nor a coherent vision of an airport system 
to guide these decisions. 


10.21 In July 1994, however, the 
government’s National Airports Policy 
defined Canada’s National Airports 
System for the first time. This Policy was 
part of the National Air Transportation 
Strategy, which set out a framework for 
the government to withdraw from the 
operation of airports and the air navigation 
system. 


Policy framework for transfers has six 
components 


10.22 The policy framework for airport 
transfers is a complex one that has 
evolved over time. It has six components: 
the National Airports Policy, four sets of 
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principles, and a number of specific 
government directions issued between 
1990 and 1998 for either individual 
airports or groups of airports (see 
Exhibit 10.3). In February 2000, the six 
components of the framework were: 


* eight guiding principles (introduced 


in 1987); 
Exhibit 10.4 
Status of NAS Airport Transfers at February 2000 
Airports transferred to Airport Date of Transfer 
a ; 
Local airport | Calgary International July 1992 
authorities | Mirabel and Dorval (Montreal) August 1992 
(LAAS) | Edmonton International August 1992 
Vancouver International July 1992 
Canadian airport | Lester B. Pearson International December 1996 
authorities | Winnipeg International January 1997 
(CAAS) | Ottawa International February 1997 
Victoria International April 1997 
Greater Moncton September 1997 
Thunder Bay September 1997 
London International August 1998 
St. John’s International December 1998 | 
Saskatoon International January 1999 
Charlottetown March 1999 
Regina May 1999 
Saint John June 1999 
Halifax International February 2000 
Territories | Yellowknife July 1995 
Whitehorse October 1996 
Iqaluit July 1995! 
l 
Airports not yet | Gander International 
transferred | Jean-Lesage International 
Fredericton 
Prince George 
Municipal Airports Kelowna International2 7 


Notes: 1 This airport, located in the capital of the Territory of Nunavut, became a 
NAS airport as of March 1999. 


2 The Kelowna Internatinal Airport is part of the NAS because it handles 
more than 200,000 passengers every year for at least three consecutive 
years. A long-term lease agreement was signed with the City of Kelowna 
in 1946. 


Source: Transport Canada 
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Transport Canada 


The National Airports 
Policy called for 
Transport Canada to 
continue to own 
airports in the System 
to guarantee the 
integrity and long-term 
viability of the System. 


- 36 supplementary principles (1989); 
+ the National Airports Policy (1994); 


- 36 Fundamental Principles for the 
Creation and Operation of Canadian 
Airport Authorities (1994); 


« Public Accountability Principles 
(1994); and 


* other government directions (1990 to 
1998). 


10.23 The guiding and supplementary 
principles. Cabinet approved a set of 
eight guiding principles in 1987 to guide 
the establishment of airport authorities 
and the transfer negotiations. These were 
followed in 1989 by 36 supplementary 
principles intended to give Transport 
Canada more direction on negotiating the 
first round of transfers. According to 
Transport Canada, the Fundamental 
Principles for the Creation and Operation 
of Canadian Airport Authorities and the 
Public Accountability Principles 
superseded the 1987 guiding principles 
and the 1989 supplementary principles. 
Nonetheless, it appears that both sets of 
principles (the 1987 guiding principles 
and the 1989 supplementary principles) 
still exist and apply in full to one LAA 
(Montreal). We asked Transport Canada 
what principles apply to the other three 
LAAs, given that renegotiations occurred 
after the issuance of the National Airports 
Policy. It informed us that to the extent 
that the legal documents amending the 


_ leases replaced the 1987 and 1989 


principles with the 1994 principles, or are 
in addition to the 1987 and 1989 
principles, the 1994 principles were 
applied to renegotiated leases. As a result, 
some of the 1987 and 1989 principles 
continue to apply to LAAs who did not 
agree to replace them with the 1994 
principles. 


10.24 The guiding and the 
supplementary principles articulated a 


number of expectations — that, for 
example: 


+ the government’s overall funding 
requirement for airports would not 
increase in the long term as a result of 
transfers; 


¢ the valuation of the airports to be 
transferred would be on the basis of their 
fair market value, with proper 
consideration of their earning potential; 


* airport authorities would be 
financially viable; and 


* airport authorities would operate at 
arm’s length from government and 
without financial recourse to it. 


10.25 These principles also covered a 
number of non-financial items, such as: 


* the transfer of airports to 
not-for-profit entities; 


* aminimum two-year job guarantee 
for indeterminate Transport Canada 
employees affected by transfer; and 


* arequirement for adherence to 
Transport Canada safety and security 
standards and regulations. 


10.26 The 1994 National Airports 
Policy. In addition to defining the 
National Airports System, the National 
Airports Policy clearly confirmed the 
government’s intention to withdraw from 
the business of operating airports. It called 
for individual airports in the National 
Airports System to be self-sufficient 
within five years. The policy also called 
for Transport Canada to continue to own 
transferred NAS airports and to guarantee 
the integrity and long-term viability of the 
System. In addition, the policy directed 
that rent revenues from NAS airports 
would help fund capital requirements of 
airports outside the System. 


10.27. Fundamental Principles for the 
Creation and Operation of Canadian 
Airport Authorities. The Fundamental 
Principles issued in 1994 for CAAs are 
virtually identical to the 1989 
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supplementary principles that apply to 
LAAs, with a few exceptions. Those deal 
largely with refinements to a number of 
the financial aspects of the supplementary 
principles, as elaborated in paragraph 
10.28. The Fundamental Principles also 
updated the context of the transfer 
initiative by noting two key events that 
occurred after the 1989 supplementary 
principles were issued — the 1992 Airport 
Transfer (Miscellaneous Matters) Act and 
the National Airports System, established 
in the National Airports Policy of 1994. 


10.28 Of the financial refinements 
made in the Fundamental Principles, 
perhaps the most notable was the 
requirement that financial terms 
negotiated with authorities “result in fair 
value for the federal government with 
appropriate consideration to the airports’ 
future earning potential.” In contrast, the 
1989 supplementary principles explicitly 
require that the valuation of the airport to 
be transferred be on the basis of fair 
market value, with appropriate 
consideration to the airport’s future 
earning potential. In our view, the 
requirement in the Fundamental Principles 
to get fair value in an airport’s transfer 
does not preclude the need to determine, 
before the start of negotiations, the 
airport’s value, on the basis of fair market 
value as a benchmark for analysis and 
decision making. 


10.29 Public Accountability 
Principles. With the National Airports 
Policy, the government released a fourth 
set of principles — Public Accountability 
Principles — that transfers in the second 
round were to follow. These principles 
were meant to broaden the accountability 
of airport authorities. Among other things, 
they provided for the federal government 
to nominate (as opposed to appoint) two 
or three members to each airport 
authority’s board of directors. The 
principles also cover conflict-of-interest 
requirements, community consultations 
and the general practice of obtaining 
competitive public tenders for contracts. 
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10.30 Other government directions 
from 1990 to 1998. Government 
directions such as approvals and decisions 
on individual transfer deals included some 
key refinements and exceptions to the 
transfer principles; they still apply today. 
For example, in December 1996 the 
government gave Transport Canada 
blanket authority to negotiate transfer 
deals for the remaining 16 airports without 
having to obtain specific approval for each 
one. In granting the blanket authority, it 
gave a number of directions on how 


The government 
Transport Canada was to apply the broad 


transfer principles issued previously. directed Transport 
Many of the directions were very specific Canada to ensure that 
— indicating, for example, which ; 

components of the rent formula could be all airport transfers 


negotiated with airport authorities and 
which could not. Others allowed some 
exceptions to the transfer principles for 
the particular circumstances of specific 
deals. In granting the blanket authority, 
the government reiterated the requirement 
for Transport Canada to continue to ensure 
that all airport transfers reflect the 
principles of equity, consistency, 
uniformity, and fairness, one with the 
other. 


equity, consistency, 
uniformity, and 
fairness, one with 
the other. 


Transport Canada needs to formally 
codify its application of the transfer 
framework 


10.31 We wanted to track for 
Parliament how Transport Canada had 
applied the 1987, 1989 and 1994 transfer 
principles, as well as the subsequent 
refinements and exceptions to them, as it 
negotiated and renegotiated each transfer 
deal. But we were unable to do so because 
of the problems discussed further below. 
Documenting how transfer principles are 
applied in the negotiation process is 
important; airport transfers have been 
ongoing for eight years, during which the 
government has issued hundreds of 
directions on them. We expected that 
Transport Canada would have a 
mechanism — a “codified framework” — 
to provide such a documented record over 
the long transfer process. A codified 
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The loss of corporate 
memory in an 
environment where 
there is no codified 
“application” 
framework or roadmap 
is worrisome. 


framework is not merely a set of 
principles and directions for negotiating 
transfers. Rather, it is an annotated trail or 
record that details how differences in the 
application of principles to specific 
transfer deals and renegotiations can be 
reconciled with, among other principles, 
“fairness, one with the other”. 


10.32 Such a codified framework would 
also document, for example, how certain 
key refinements or exceptions to transfer 
principles were applied in specific deals. 
This would include the blanket authority 
that in 1996 gave Transport Canada some 
flexibility to deviate from practices 
followed in previous deals on certain 
financial terms, and allowed the 
Department to negotiate on its own some 
elements of the formula that the 
government would otherwise have 
considered individually. According to the 
Department, some of these exceptions 
were necessary to reflect its role as 
guarantor of the viability of the National 
Airports System. 


10.33 A codified framework would 
have tracked the way the Department 
applied the specific directions for each 
transfer deal in the context of the broad 
transfer principles — directions to, for 
example: 


* provide financial support to some 
NAS airports beyond the original deadline 
of 31 March 2000 set by the National 
Airports Policy; 


* provide a safety net by agreeing to 
renegotiate a lease after five years if the 


‘airport does not handle a minimum 


number of passengers each year; and 


* reopen long-term lease agreements 
soon after transfer to provide financial 
support for capital projects at viable 
airports, under specific conditions. 


We are concerned that the Department 
does not have such a framework of 
fundamental information that it ought to 
have. It would not only provide historical 
context but also, in our view, help ensure 
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that a corporate memory survived over the 
60-year period of the leases and could be 
drawn on for any future negotiations and 
renegotiations Or any policy review. 


10.34 Transport Canada has seen a 
significant turnover among the employees 
involved in airport transfers, as a result of 
changes in its mandate that occurred over 
the years as it was transferring the 
airports. The loss of corporate memory in 
an environment where there is no codified 
“application” framework or roadmap is, in 
our view, worrisome. 


10.35 We note that while Transport 
Canada would be responsible for any 
policy review, given the large number of 
players involved in the National Airports 
System it would be important that the 
Department be able to provide other 
stakeholders with a clear picture of the 
current policy regime, against which any 
proposed policy changes could be 
assessed. A codified application 
framework would help to promote such a 
picture. 


10.36 We think the absence of a formal, 
codified application framework also 
increases the risk of fragmented, 
inconsistent and disconnected decision 
making by the Department when 
negotiating and renegotiating transfer 
agreements. The section Managing and 
Administering Airport Transfers 
elaborates further (see paragraphs 10.58 to 
10.106). 


Transport Canada’s five-year review 
still under way 


10.37 = In 1992, the Treasury Board 
directed the Department to carry out a 
comprehensive evaluation of transfers 
after five years, to determine their 
financial impact on the Department and to 
recommend an appropriate policy 
framework for future years. The Treasury 
Board reiterated that direction in 1997. 
Transport Canada planned the five-year 
review to focus only on the first round of 
transfers, those to the four local airport 
authorities. Although it was to have been 
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completed in June 1998, the review 
exercise (which has cost almost 

$2 million) had not been finalized at the 
end of our audit in February 2000. 


10.38 The preliminary results of the 
review have pointed to a number of 
concerns in the areas of transparency, 
airport charging principles (or user fees) 
and governance. The review has noted the 
need to make the management of airport 
authorities more transparent, accountable 
and consistent across the National 
Airports System. The review also noted 
some positive aspects of transfers, as 
elaborated in paragraphs 10.44 and 10.45. 
The Department believes that the review 
will help it adjust and improve policy to 
ensure that the government has the right 
policy instruments to protect the public 
interest. 


10.39 At the end of our audit in 
February 2000, Transport Canada had yet 
to inform decision makers of any 
significant matter that may have surfaced 
during the review. During that time, 
Transport Canada continued to transfer 
NAS airports and had almost completed 
the second round at the end of our audit. 
Accordingly, any changes in the transfer 
agreements that the government may want 
to make as a result of the review may be 
more difficult and likely more costly, 
given that the large majority of transfer 
deals have already been negotiated. Any 
desired changes will have to be 
renegotiated with airport authorities, 
possibly at a cost to the Crown, as the 
renegotiations of three of the first-round 
transfers have shown. 


10.40 During our audit, there was a 
considerable level of activity and effort by 
the Department to complete its five-year 
review. We understand that subsequent to 
our audit, the Department had compiled 
information and analysis and was 
summarizing its position and 
recommendations or courses of action for 
consideration by Treasury Board and/or 
Cabinet. This is intended for use in 
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updating and formalizing the 
government’s position on the National 
Airports Policy by the end of 
December 2000. 


10.41 The Department had not finalized 
its position and recommendations from the 
five-year review at the conclusion of our 
audit. We did not examine the mandate or a 
methodology used or audit the analyses jie un aLy results 
undertaken by the Department as part of of the Department’s 

its review. However, we are encouraged five-year review have 
by the increased interest in finalizing the 
review, as evidenced by the recent actions pointed to a number of 
PENDS sae concerns in the areas 
10.42 Transport Canada should of transparency, 
codify into a comprehensive transfer 
application framework all exceptions airport charging 
and refinements made to transfer ane 

principles over time. It should include Sua) NS 9 aa 
in the framework the way it applied the | fees) and governance. 
1987, 1989 and/or 1994 transfer 

principles, as well as the exceptions and 

refinements, in each of the transfer 

deals. It should use that framework in 

completing the transfer of remaining 

airports in the National Airports 

System, in any policy review or 

evaluation of the results of the second 

round of transfers, and in any future 

renegotiations. 


Department’s response: Transport 
Canada recognizes the benefits of having 
a comprehensive transfer application 
framework. The Department will 
consolidate its existing policies, decisions, 
guidelines and framework, and will 
continue to use it to guide future decisions 
and reviews. 


10.43 Transport Canada should, on 
an urgent basis, complete the five-year 
review first requested by the 
government in 1992 and report the 
results to decision makers and 
stakeholders. 


Department’s response: As noted by the 
Office of the Auditor General, there was a 
considerable level of activity and effort by 
the Department at the time of the audit. 
The five-year review has been completed 
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Transport Canada 
notes that a number of 
aspects of the transfer 
initiative have been 
positive and that 
airport authorities 
have made some 
strategic choices that 
have also represented 
difficult decisions on 
operations. 


Exhibit 10.5 


The Rationale for NAS Airport 
Transfers 


Source: Transport Canada 


and the preliminary results were provided 
to decision makers in May 2000. The 
Department plans to seek direction from 
decision makers during Fall 2000. 


The five-year review examined the airport 
divestitures policy; the performance of the 
local airport authorities; matters of public 
interest such as safety and security, 
financial viability, and governance; and 
assessed performance against the 1987 
and 1989 principles along with the other 
major elements. 


Financial and Operational Aspects 
of the National Airports System 


10.44 Transport Canada notes that a 
number of aspects of the transfer initiative 
have been positive and that airport 
authorities have made some strategic 
choices that have also represented difficult 
decisions on operations. 


10.45 Asa case in point, the 
Department cites the decision of the 
Edmonton Regional Airport Authority to 
transfer scheduled traffic from the 
Municipal Airport to the Edmonton 
International Airport. Another was the 
decision by Aéroports de Montréal to 
liberalize its operating policies so carriers 


could choose which airport would be used 
for international traffic; once they had that 
option, the carriers chose to relocate 
international traffic from Mirabel to 
Dorval. 


10.46 According to Transport Canada, 
although some actions by airport 
authorities aroused significant local 
opposition, each authority believed that it 
was doing what was necessary to ensure 
the long-term viability of the airport, 
enhance its competitiveness and respond 
to the interests of the community at large. 
These had been factors in the 
government’s rationale for transferring 
NAS airports in the first place. Another 
reason had been to trigger much-needed 
capital projects. 


Capital works at transferred airports 
are impressive 


10.47 Since the transfer process began 
in 1992, most of Canada’s airports have 
undergone major physical improvements 
(see Exhibit 10.6). In deciding on the 
timing and nature of capital projects, 
levels of service and other areas, airport 
authorities have had a flexibility that was 
unavailable to Transport Canada (see 
Exhibit 10.5). As a result, they have been 
able to expand passenger facilities and 


The government’s decision to get out of the airport business in the late 1980s was predicated on three 


realities. 


First, only a few of the largest airports were operating at a profit or at least breaking even, and most 
airports had large and growing deficits, which represented a significant financial drain on the federal 


government. 


Second, the significant funding to carry out much-needed expansions and upgrades to Canada’s 
airports was not available, and undercapacity was becoming a problem. The government was not 


charging airport improvement fees. 


Third, Transport Canada’s approach to operating airports was national in focus, rather than local. 
Government ownership and control of airports thus meant that, in general, federal airports may not 
always have been operated in a way that reflected the specific economic needs and priorities of 


regions and local municipalities. 


Transferring the management and operation of airports to airport authorities was intended to enable 
airports to operate as self-sustaining businesses that would contribute to developing local economies. 
This approach to operating airports was not always possible when the government managed them 
because various legal, policy and other constraints hindered its ability to both take advantage of the 
commercial potential of its airports and introduce efficiencies. 
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undertake various capital projects such as 
hotels, bridges, roads, parks and trails. 


10.48 According to Transport Canada, 
these projects have benefited the regions 
and communities that the airports serve. 
The Department also noted that the timing 
and nature of the projects would have 
been significantly different had it 
continued to operate the airports. It 
informed us that reductions to operating 
and capital budgets for the past number of 
years would have resulted in deferring 
capital projects and extending the life of 
aging facilities and equipment. 


10.49 ‘Traditionally, sources of revenue 
for airports have included landing fees and 
revenues from concessions, land leases 
and development. Since the transfers, 
airport authorities have been able to raise 
their own financing through borrowing. 
This has enabled them to make significant 
capital improvements. They have also had 
an opportunity to recover costs by levying 
airport improvement fees, a tax-like fee, 
on travellers. Levying airport 
improvement fees is something the 
government has not done at the four NAS 
airports it still operates. 


($ millions) 
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Changing conditions can affect airports 
financially 


10.50 The ability to recover airport 
costs varies significantly from one airport 
to the next, depending on size. There are 
large differences in the number of 
passengers that airports handle (see 
Exhibit 10.7). Three airports, Calgary, 
Pearson and Vancouver, handle 62 percent 
of passenger traffic in the entire country; 
Pearson alone handles 33 percent. In 
1998, Pearson ranked 24th in the world for 
aircraft movements and Vancouver was 
31st. 


10.51 Given the wide differences in 
passenger volumes, some airports can do 
better than others at sheltering themselves 
from potential losses of revenue when 
economic conditions and air traffic 
patterns change. Sensitivity to economic 
downturns and aviation industry 
restructuring is a key characteristic of the 
National Airports System, with 
implications for the financial viability of a 
number of airports. 


10.52 Current traffic at NAS airports is 
at an unprecedented peak, as Exhibit 10.8 
shows. Since the first round of transfers in 
1992, the airport industry has generally 

experienced a boom. Passenger traffic has 


500 


450 


1993 1994 


LAAs only | 


LAAs & CAAs | 


1995 1996 1998 


Given the wide 
differences in 
passenger volumes, 
some airports can do 
better than others at 
sheltering themselves 
from potential losses 
of revenue when 
economic conditions 
and air traffic patterns 
change. 


Exhibit 10.6 


Capital Works at Eight 
Airport Authorities - 
From Date of Individual 
Transfers to 1998 


(current dollars) 


Source: Annual report for each 
airport authority (current year 


cost of assets less prior year cost 


of assets) 
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grown, and airport revenues with it. 
Airport authorities have consistently 
increased their revenues from a variety of 
sources. For many authorities, one of 
these sources is airport improvement fees. 
They accounted for about 22 percent of 
their combined airport revenues in 1998 
(see Exhibits 10.9 and 10.10). 


Government financial support continues 


after transfer 


10.53 As early as the first round of 
transfers, it was intended that airport 
authorities would finance all of their 
operating and capital requirements 
“without recourse to the federal 
government” over the term of the lease. 
To the extent that there would be any 
government funding in the early years of 


Number of Passengers 
(in millions) 


80 


70 


/ 56 million | 


1992 1993 1994 1995 


Concessions 
28% 


Landing and Terminal Fees 


33% 


Airport Improvement! 


Transport Canada — Airport Transfers: National Airports System 


transfer, its full recovery in subsequent 
years was expected. However, the 
government has made some exceptions. It 
indicated in the National Airports Policy 
of 1994 and in subsequent directions, for 
example, that it would give some financial 
support to smaller NAS airports for a few 
years, after which it would require all 
NAS airports to be self-sufficient. But 
there is no requirement in the policy that it 
recover the financial support provided in 
the early years. At the conclusion of our 
audit, the government had provided a 
cumulative total of $44 million in 
financial support to those smaller CAA 
airports. 


10.54 As well, the original leases to 
LAAs provided for some $202 million in 
financial support by the government, 


Exhibit 10.8 


Growth 38% Passenger Traffic at 26 


NAS Airports - 1992 to1998 


77 million 


1996 1997 1998 Source: Transport Canada 


Exhibit 10.9 


Source of Revenues Collected by 
Airport Authorities in 1998 


Fees 22% 


Notes: 1. Represents 22% of 1998 gross 


ape 1707, 4 4 
Other* 17% revenues for airports charging fees. 


2. Includes revenues such as, but not 
limited to, leased lands and parking fees. 


Source: Transport Canada 
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Exhibit 10.10 


Comparison of Airport Summary of AIF at four LAAs 


Improvement Fees and ($ millions) 

Actual Revenues for Local 120 

Airport Authorities - y 

1993 to 1998 {00 —$__ AA 

Pig 

(current dollars) te Rees io es ae 

g(a rE ol a ts enn mans ie ie fermen 
_— 


———  JotalsRevenues 


—— AIF age 


Vancouver International Airport Authority 
Actual Revenues from 1993 to 1998 


($ millions) 


1993 1994 1995 1996 1997 1998 


Calgary Airport Authority 
Actual Revenues from 1993 to 1998 


($ millions) 


1993 1994 1995 1996 1997 1998 


Edmonton Regional Airports Authority 
Actual Revenues from 1993 to 1998 


($ millions) 
50 


1993 1994 1995 1996 LOOT 1998 


Aéroport de Montréal 
Actual Revenues from 1993 to 1998 


($ millions) 
160 


ea 


1993 1994 1995 1996 LOO 1998 


Note: Vancouver began collecting AIF in 1993: Calgary, Edmonton and Montreal began collecting AIF in 1997. 


Source: Financial information in annual reports of the airport authorities 
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under certain conditions. According to 
Transport Canada, the lease formula was 
designed in such a way as to lessen the 
burden on the airport authority in the short 
term but provide higher returns to the 
government in the long term. Including 
the $44 million in financial support to 
CAAs noted above, Transport Canada 
turned back or offset a total of some 

$246 million from 1992 to 1999 to fund 
shortfalls in LAA and CAA airport 
revenues (see Exhibit 10.11). It also 
agreed to defer to a future date about 

$44 million in rent, of which $30 million 
is still outstanding and will come due with 
interest starting on 1 January 2002. 


10.55 In addition, the government 
agreed in 1997 and 1998 to renegotiate its 
transfer deals with LAAs in Edmonton, 
Calgary and Vancouver — three of the 
airports transferred in the first round — 
and with the CAA in Toronto (the first 
transfer in the second round). According 
to the Department, these renegotiations 
resulted in an estimated $474 million in 
forgone rent revenues ($342 million net 
present value) — that is, $210 million 
forgone by December 1999 and an 
estimated $264 million more in the next 
six to seven years. Under the renegotiated 
agreements with the LAAs, the 
government can nominate two or three 
members to each board of directors; this 
brings the structure of LAA boards into 
line with those of CAAs. In the Toronto 
renegotiations, the government agreed to 
give the Greater Toronto Airports 
Authority a rent credit toward a number of 
capital works projects at the Pearson 
Airport. 


10.56 Transport Canada is not the only 
federal source of financial support for the 
operations of transferred airports. Some 
airport authorities have also received 
subsidies from the Atlantic Canada 
Opportunities Agency and the Canada 
Infrastructure Works Program, among 
others. Indeed, the federal government 
continues to provide significant financial 
support to transferred airports. Our 
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analysis of Transport Canada’s financial 
records (excluding the renegotiated deals 
with LAAs) reveals that from 1992 to 
1999, the Department alone provided 
airport authorities with an average of 
about 37 cents in financial support for 
each dollar of total gross rent revenue (see 
Exhibits 10.11 and 10.12). 


10.57 Three airports account for 
almost all of Transport Canada’s 
revenue from rent. We found that three 
of the transferred airports — Calgary, 
Pearson and Vancouver — accounted for 
over 95 percent of Transport Canada’s 
total revenues from rent in 1998, net of 
any financial support it provided that year. 
At four of the 10 other transferred 
airports, airport authorities paid no rent 
and, in fact, received net financial support 
from Transport Canada (Exhibit 10.13). 
Financial results for 1999 show a similar 
pattern — Calgary, Pearson and 
Vancouver were still the main revenue 
sources for the Department. In addition, 
the four that received net financial support 
in 1998 continued to do so in 1999, along 
with four more airports transferred that 
year (see Exhibit 10.11). 


Managing and Administering 
Airport Transfers 


10.58 We examined Transport Canada’s 
performance in managing and 
administering selected airport transfers — 
in particular, whether it had followed 
sound management practices and 
complied with government directions. We 
selected four second-round transfers to 
CAAs (Toronto, Ottawa, Moncton and 
Victoria) and four renegotiations 
(Edmonton, Vancouver, Calgary, and 
Toronto). We looked at Transport 
Canada’s compliance with some of the 
government’s key financial directions and 
principles for transfer. For LAAs, the 
principles included the requirement to 
determine the fair market value of the 
airports to be transferred. For CAAs there 
was a requirement that the financial terms 
for the airport transfer result in fair value 


From 1992 to 1999, 
Transport Canada 
turned back or offset 
a total of some 

$246 million to fund 
shortfalls in revenues 
of transferred airports. 


The Calgary, Pearson 
and Vancouver 
airports accounted for 
over 95 percent of 
Transport Canada’s 
total revenues from 
rent in 1998. 
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Exhibit 10.11 


Airports Transferred to Airport Authorities - 
Transport Canada Received Rent and Provided Support - 1992 to 1999 (current dollars) 


Current Dollars Ga thousands) | 1992 | 1993 | 1994 | 1995 | 1996 


Local Airport Authorities 


Aéroports de Montréal 


| Gross rent revenue 7,576 20,028 18,945 21,119 23,563 20,045 22,839 23,598 ii/x7Als 
Revenue shortfall (91044) (23,727) _—-(23,543)-—«(19,951) (21,566) (21,327) (22,311) (21,040) (162,509) 
Negative rent* (1,468) (3,699) (4,598) (1,282) - - (11,047) 
Deferred rent (2,500) (6,000) (6,000) (6,000) (6,000) (3,500) = - (30,000) 
Vancouver International Airport Authority 
| Gross rent revenue 19,759 27,726 36,695 41,390 47,664 51,933 57,081 SEPA: 341,976 
(Deferred rent) / Reimbursed - - (8,000) - 8,000 - - = 0 
Calgary Airport Authority 
Gross rent revenue 6,676 12,991 13,754 15,730 17,456 18,255 19,046 19,854 123,762 
Revenue shortfall (695) (4,483) (4,684) (1,579) - = = = (11,441) 
Edmonton Regional Airports Authority 
Gross rent revenue 1,159 2,124 PPR Me) 2,787 ae - Sit pale 8,793 
Revenue shortfall (2,034) (5,705) (6,521) (6,773) (3,527) (1,394) (1,037) (529) (27,520) 
Negative rent* (875) (3,581) (4,148) (3,986) (3,520) (1,394) (906) (317) (18,727) 
(Deferred rent) / Reimbursed (625) (1,429) (1,503) (2,254) - - Soest - 0 
Canadian Airport Authorities 
Greater Toronto Airports Authority 
Gross rent revenue - - - - 1,522 106,033 108,460 117,902 333,917 
| Rent credit - Renegotiations - - - - (1,522) (103,485) (12,621) - (117,628) 
Ottawa Macdonald-Cartier Internationa! Airport Authority 
Gross rent revenue - - - - - 3,977 5,282 5,967 15,226 
Victoria Airport Authority 
| Gross rent revenue - - - - - - 729 1,015 1,744 
Negative rent* - - - - - (161) - - (161) 
Greater Moncton Airport Authority 
| Negative rent* - - - - - (600) (1,714) (959) (3,273) 
Winnipeg Airport Authority 
Gross rent revenue - - - - - 970 1,370 15983 4,273 
Thunder Bay International Airport Authority 
Negative rent* - - - - - (545) (1,180) (808) (2,533) 
| Greater London International Airport Authority 
| Negative rent* ~ = = = = = (2,138) (1,182) (3,320) 
St. John’s International Airport Authority 
Negative rent* - - - - = (335) (7,607) (7,942) 
| Saskatoon Airport Authority 
| Negative rent* = - = x = & = (9,652) (9,652) 
| Charlottetown Airport Authority 
| Negative rent* - = = = 3 e = (7,032) (7,032) 
| Regina Airport Authority 
| Negative rent* 2 2 we e es 2 ” (3,642) (3,642) 
| Saint John Airport Inc. 
| Negative rent* : Be = a = 2 cs nt (7,293) (7,293) 
SUMMARY 
Gross rent revenue ; 35,170 62,869 PATOL 81,026 90,212 201,213 214,938 230,209 987,404 
Less: Revenue shortfall 
arene by the Crown (11,773) (33,915) (34,748) (28,303) (25,093) (24,065) (28,715) (59,744) | (246,318) 
_Rentcredit is = - - (1,522) | (103,485) (12,621) - (117,628) 
Total federal support 173 335915 34,748 28 
Deferred rent repaid to ( ) ¢ ) (34,748) (28,303) (26,615) | (127,512) (41,336) | (59,744) | (363,946) 
_(agreed by) the Crown (3,125) (7,429) | (15,503) (8,254) 2,000 (3,500) 5,811 = (30,000) 
Net rent revenue received | l 
by the Crown 20,272 21,525 21,516 44,469 $65,597 70,201 179,413 170,465 L 593,458 
Portion total federal support T male 
over gross rent revenue | 33.5% | 53.9% 48.4% 34.9% 29.5% 63.4% 19.2% 26.0% 36.9% 
= x r r + ar 


* ive > > ‘ 7m . 
Negative rent equals payments by Transport C 


Source: Transport Canada 


anada to the airport authorities. 


| 
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Exhibit 10.12 


1994 1995 


Three airports of the National 


Airports System accounted for 95% 


of the 1998 net rent revenue* 


($ thousands) 


$ 171,966 
(95%) 


Toronto, 
Vancouver 
and Calgary 


/ 


/ 


$ 7,447) 
(5%) 


pence 


10 other NAS 


Airports : 


transferred to 
airport 
authorities 


Federal Support’ to 
/\ Transferred Airports - 


lan Transport Canada 1992 to 1999 


(current dollars) 


* Represents either payments to 
authorities to offset or fund 
shortfalls in airport revenues 
and fund rental credits as per 
negotiated agreements. 


1996 1997 1998 1999 Source: Transport Canada 


Exhibit 10.13 


Net Rent Revenue Received by Transport Canada in 1998 
(including negative rent paid) 


($ thousands) 


Negative Rent Paid** | Rent Received 


St. John’s 


London 
Thunder Bay 
Winnipeg 
Moncton 
Victoria 
Ottawa 
Montreal (Dorval and Mirabel) 


Edmonton 


| | 
-4,000 — -2,000 0 


| 
2,000 


| 
4,000 


| | 


6,000 8,000 | 


* Net rent revenue = gross rent revenue less revenue shortfall, rent credit and deferred rent. 


** Negative rent equals payments by Transport Canada to the airport authorities. 
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We find it disturbing 
that Transport Canada 
decided not to 
determine the worth — 
the fair market value — 
of what it was 
transferring both 
before it entered into 
lease negotiations in 
the second round of 
airport transfers and 
before it began any 
renegotiations of 
existing leases. 


for the government, with appropriate 
consideration to the airport’s earning 
potential. There was also a requirement 
for both LAAs and CAAs that the 
government be no worse off financially 
after transfers than before. We also 
reviewed the Department’s adherence to 
the direction that all of the transfer deals, 
including renegotiations, reflect the 
principles of equity, consistency, 
uniformity and fairness, one with the 
other. 


Transport Canada did not assess fair 
market value 


10.59 We found that Transport Canada 
had not determined the worth — the fair 
market value — of what it was 
transferring before it entered into lease 
negotiations with airport authorities in the 
second round of transfers as well as the 
renegotiations of existing leases. 


10.60 Transport Canada noted that in 
1989, before entering negotiations on each 
of the four airports destined to be 
transferred in the first round (Montreal, 
Vancouver, Calgary and Edmonton), it 
engaged a financial advisor to determine 
their fair market value prior to 
negotiations, under various scenarios. The 
value computed in 1990 by the financial 
advisor under the lease option for 
Montreal was $453 million, for Vancouver 
$310 million, for Calgary $166 million 
and for Edmonton $56 million. 


10.61 However, the Department 
informed us that it was made aware by its 
financial advisor that any valuation would 


. be meaningful only after the transfer 


framework had been determined. 
According to the Department, this 
occurred only after the human resource 
and legal frameworks had been finalized. 
The Department further noted that the 
above-mentioned values computed for the 
four LAAs quickly became irrelevant as 
the asset packages that would be 
transferred took shape. 


10.62 We note that some of the key 
elements of the entity to be transferred 


were clarified only in 1992, or later. Some 
of the clarifications are found in the 
Airport Transfer (Miscellaneous Matters) 
Act, such as the non-taxable status of 
airport authorities. Others are in the 
transfer arrangements negotiated with 
airport authorities, which, among other 
things, allowed airport authorities to levy 
user charges. Moreover, a decision was 
made not to regulate those charges. 


10.63 We find it disturbing that 
Transport Canada decided not to 
determine the worth — the fair market 
value — of what it was transferring both 
before it entered into lease negotiations in 
the second round of airport transfers and 
before it began any renegotiations of 
existing leases — even though, by then, 
many of the previous limitations on 
determining the fair market value of 
airport business it was transferring were 
no longer present. Indeed, many unique 
elements of the entity to be transferred 
that were unknown in 1989 had been 
sufficiently defined by 1995 before the 
start of second-round transfers and any 
renegotiation, as evidenced by the transfer 
deals and supporting policy statements 
and legislative framework. The 
Department’s position is that the 
conditions and circumstances that served 
as the basis for the advice from the 
Department’s independent financial 
consultants for the first round transfers 
continued to exist for the second round 
transfers and renegotiations. For the 
reasons cited above, we do not consider 
the Department’s position persuasive. 


10.64 Moreover, the valuation of the 
airports still to be transferred could also 
draw on the operational and financial 
performance of those already transferred 
for such things as growth potential, 
profitability, and ability to raise financing 
and levy user charges. In our view, the 
Department’s failure to obtain an 
independent determination of fair market 
value of the airports once the elements of 
transfer had been clearly defined, and 
once markets for funding airport 
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operations had been proved, represents a 
clear departure from sound management 
practice. 


10.65 Transport Canada believes that it 
ended up getting a fair value through the 
negotiations and renegotiations. The 
Department notes that it provided the 
Minister, Treasury Board and/or Cabinet 
with a range of values in support of each 
transfer deal. However, this range of 
values deals specifically with a floor 
position so that the government can assess 
whether it would be no worse off (see 
paragraphs 10.76 and 10.77). The floor 
position does not represent a full range of 
possible values for fair return. Moreover, 
because the Department was negotiating 
each deal with only one party and outside 
a normal competitive environment, it 
could not inform decision makers how the 
offers made by airport authorities in the 
second round of transfers and any 
proposals for reduced rent would compare 
against a reasonable range of fair market 
value. 


10.66 Transport Canada used the net 
book value of the airport assets at the time 
of transfer to establish a key element of 
the LAA formula. We further note that the 
net book value was also used as the 
benchmark for fair market value by 
Transport Canada when it requested 
approval from Treasury Board for the 
renegotiating of the rent at Vancouver, 
Edmonton and Calgary. Generally, book 
value is significantly different from fair 
market value. Unlike fair market value, 
book value does not reflect the real worth 
of a going concern with the potential to 
generate substantial revenue — rather, it is 
more a function of historical costs. (For 
example, in 1989 the valuation of the 
Montreal airport was placed at three times 
that of the Calgary airport. This occurred 
because the net book value of Montreal 
included two airports — Dorval and 
Mirabel — to be “cost recovered” from 
users, while Calgary had only one. The 
Lester B. Pearson International Airport is 
another example. According to the 
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Department, prior to its negotiating the 
transfer in 1995 the fair value of the 
Pearson airport’s airside and general 
terminal business would have been 
minimal, because the assets were almost 
fully amortized.) 


10.67 Accordingly, using a return on 
the net book value as the sole benchmark 
is unlikely to provide a meaningful basis 
for assessing the fairness of rent. It is 
noteworthy that in its 1997 Fourth Report 
to the House of Commons, the Public 
Accounts Committee made a number of 
recommendations on the transfer of the air 
navigation system to a not-for-profit 
corporation. Among them was that for any 
planned divestiture, the government 
obtain formal valuations from independent 
advisors and that it do so after the nature 
and the value of the assets to be 
transferred had been clearly defined, and 
also that it use these valuations as a 
benchmark before the start of any 
negotiations. 


10.68 Fair market value information 
relevant for decision making. In our 
view, before it started negotiating each 
transfer and before renegotiating existing 
airport deals, the Department ought to 
have determined a range of fair market 
value for each airport. In assessing the fair 
market value of an entity that is a going 
concern, has no share capital and finances 
itself entirely through debt, it is important 
to apply a test of “financeability” (see 
Exhibit 10.14). Financeability is a 
measure of the amount that investors 


Unlike fair market 
value, book value does 
not reflect the real 
worth of a going 
concern with the 
potential to generate 
substantial revenue. 


Exhibit 10.14 


Definition of Financeability 


| In assessing an entity’s going-concern value, it is important to have the value 

| tested in the financial markets. In this case, because the corporation was intended 

| to be financed entirely through debt, the test of that market was to help determine 

the amounts investors were willing to risk in the venture. This test of the market, 

known as assessing the financeability of the entity, provides an additional 
indication of whether the assessed value is reasonable. 


Source: Auditor General’s October 1997 Report, Chapter 19, Transport 


Canada — The Commercialization of the Air Navigation System. 
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The lack of information 
on fair market value in 
the business cases 
supporting the 
transfers has serious 
implications. 


Exhibit 10.15 


Definition of “No Worse Off” 


would be willing to risk in a business, and 
it is a good and practical indicator of fair 
market value. As such, financeability is an 
integral component of discounted cash 
flow methodology when determining the 
net present value of business worth. 


10.69 The lack of information on fair 
market value in the business cases 
supporting the transfers has, in our view, 
two serious implications. First, it means 
that the Minister, Treasury Board and/or 
Cabinet were not given all the relevant 
facts — that is, a full range of the possible 
value of each airport to be transferred. 
Second, they were not given an 
appropriate benchmark against which to 
assess whether, for example, the rent 
amounts they were being asked to approve 
were fair and reasonable. 


10.70 It is noteworthy that, still without 
having obtained essential information on 
their business worth, Transport Canada 
subsequently renegotiated rent reductions 
totalling an estimated $289 million for 
three of the four NAS airports it had 
transferred in the first round. 


10.71 After the renegotiations and as 
part of its five-year review of the first 
round of transfers, Transport Canada 
analyzed the fairness of the rents charged 
to the four LAAs. Looking at the Crown’s 
rate of return and using a very 
conservative approach, the analysis 
showed that the rent at all four airports as 
and where renegotiated was well below 


“No worse off’ means that the net present value of the lease payments over the 


first 20 years of the lease must be equivalent to or higher than the net present 
value of the projected cash flow of the airport had Transport Canada continued to 
manage and operate it.” (No worse off position for individual airports.) 


“The government's financial position after transfer was to be no worse than before 
| the transfer, measured on the basis of a net present value of impact on the fiscal 
framework.” (No worse off position overall.) 


Source: Transport Canada 


market value, and there was no evidence 
that the authorities could not have 
afforded the original rent. The Department 
has yet to undertake a similar study of the 
airports transferred in the second round. 


10.72 Before entering into 
negotiations or renegotiations of airport 
transfer agreements, the government 
should obtain a formal valuation 
opinion from a qualified independent 
professional on the fair market value of 
what it is transferring and use that 
information to assess and develop a 
position on a fair rental charge. 


Department’s response: See response 
following paragraph 10.106. 


Is the government better off? 


10.73 In 1992, the government 
explicitly directed that Transport Canada 
ensure that it would be “no worse off” as a 
result of transferring the airports, from 
two perspectives. First, the government’s 
financial position was to be no worse off 
overall after transfer than before, taking 
into account all of its responsibilities for 
all airports combined. This position would 
be measured on the basis of a net present 
value of the impact on the government’s 
fiscal framework and the Department’s 
reference levels (its budget). Second, the 
government was to be “no worse off” at 
each airport and, indeed, was to be better 
off financially over the term of the lease 
than if Transport Canada had continued to 
operate the airport. According to 
Transport Canada, being “no worse off” in 
this respect is a critical criterion in 
determining whether the government 
ought to proceed with a particular transfer 
proposal. (Exhibit 10.15 discusses the 
concept of “no worse off”.) 


10.74 No worse off overall. In 
reference to “no worse off” from the first 
perspective, we wanted to review any 
analysis done by Transport Canada to 
assess whether the government was no 
worse off overall. We found that Transport 
Canada has yet to determine and update 
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with each transfer how airport transfers 
have cumulatively affected the 
government’s fiscal framework. Nor has it 
updated its estimate of how the airport 
divestitures have affected its own budget 
(reference levels) on a cumulative basis 
since 1996. 


10.75 Such an exercise would serve as a 
check to help ensure that federal funding 
for airports would not increase in the long 
term as a result of the transfers. Because 
these transfers have happened one at a 
time, timely analysis to assess whether the 
government is no worse off overall would 
have provided decision makers with a 
useful scorecard, in our view. It would 
have shown, for example, how transfers 
were affecting on a cumulative basis the 
government’s and the Department’s cash 
flow and overall financial position over 
the term of the leases. This information 
would have contributed to a full set of 
relevant facts for decision makers as they 
considered and decided on new transfer 
proposals and any renegotiations. We 
think Transport Canada ought to be 
providing Parliament with such 
information in its accountability reporting. 


10.76 Ensuring that the government 
is no worse off with each airport 
transfer. In assessing airport authorities’ 
offers in the second round of transfers to 
ensure that the government would be no 
worse off, we note that the Department 
changed key parameters for assessing 
whether the government would be no 
worse off as a result of transfers; further, 
we note that these have changed over 
time. For example, for LAA airport 
transfers the Department used a 
compensatory pricing policy (or 
full-cost-recovery assumption — that is, 
no provision was made for future 
expansion, major improvements or 
commercial projects because they were to 
be funded entirely from new revenue 
sources and not from departmental 
appropriations). But in the Pearson 
transfer, the first CAA airport, the 
Department assumed that it would have to 
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fund a significant portion of capital works 
for future expansion — and that the funds 
would come from the airport’s revenues. 
As a result of its analysis, Transport 
Canada presented a business case to the 
Treasury Board showing that the 
government would be better off by 

$271 million to $829 million as a result of 
the Pearson transfer. The compensatory 
pricing assumption it had used in all 
previous transfers would have shown 
significantly different results. It would 
have left the government significantly 
“less better off’ — if not worse off — and 
potentially by a few hundred million 
dollars. The Department developed two 
floor positions at around the same time, 
one with an express assumption that it 
would fund capital works and the other 
without. The difference between the floor 
positions was substantial, a difference 
ranging from more than $621 million to 
more than one billion dollars over the 
term of the lease. In its five-year review a 
few years later, to measure the 
governments financial position after the 
transfer of the four LAAs the Department 
reverted to its previous assumption, a 
compensatory pricing policy. It noted that 
the compensatory pricing policy was not 
an assumption used in any of the transfers 
to CAAs. 


10.77 ‘In addition to assuming 
compensatory pricing, the Department 
informed us that it had changed other 
assumptions and parameters for assessing 
whether the government would be no 
worse off with individual transfers. These 
changes were made to take into account 
changes in economic policy, economic 
conditions, administrative policy and 
government directions during the 

eight years over which transfers occurred. 
The implications of these changes for its 
floor position in previously negotiated 
deals, and for renegotiations, were never 
fully assessed for fairness and equity or 
properly documented. Nor were the 
change in assumptions and parameters and 
the rationale for those changes clearly 
made known to the Minister, the Treasury 


Transport Canada has 
yet to determine and 
update how airport 
transfers have 
cumulatively affected 
the government’s 
fiscal framework and, 
on a cumulative basis 
since 1996, its own 
budget. 


In assessing whether 
the government’s 
position was no worse 
off with each airport 
transfer, the 
Department changed 
key parameters. The 
implications of the 
changes were never 
fully assessed for 
fairness and equity, or 
properly documented. 
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Transport Canada 


We find it 
extraordinary that the 
Department would 
agree to an 
arrangement that 
would leave it without 
access to some 
essential information 
on which its 
consultant’s analysis 
and conclusions were 
based. 


Airport Transfers: National Airports System 


Board and the Cabinet as each new 
transfer proposal went forward. We 
consider that not providing decision 
makers with this contextual continuum 
was a serious weakness in the transfer 
process. We are concerned that it may 
have resulted in less favourable terms and 
conditions in some leases than in others. 


10.78 For each of the four CAA 
transferred airports in our sample, we 
asked Transport Canada for its analysis of 
whether the government would be no 
worse off over the term of the lease (that 
is, its floor position) at the end of 
negotiations. We reviewed the available 
documentation but found that the 
methodology used was highly conceptual 
and based on historical, unaudited data. It 
was also replete with judgments and 
assumptions about what the Department 
would have done in the future (typically 
18 to 20 years) in areas such as capital 
investments and operations, had it 
continued to operate the airports. The 
floor position was what one of Transport 
Canada’s financial advisors called a “best 
guess” estimate. Given the highly 
hypothetical scenarios and methodology 
used to arrive at the floor position, we can 
provide no assurance as to whether the 
government was better off or worse off at 
the time of transfer. Moreover, we 
consider that a methodology based on 
many significant ex post facto 
(after-the-fact) assumptions of what 
Transport Canada might have done had it 
stayed in the airport business is 
inappropriate for determining its position 


" at any given time after transfer. Such a 


determination will grow more difficult and 
abstract over time; and Transport Canada 
is already almost completely out of airport 
Operations. 


10.79 In 1999, a consultant hired by the 
Department completed an after-the-fact 
analysis of the government’s financial 
position with individual transfers to the 
four local airport authorities in the first 
round, to determine whether it is no worse 


off after transfer. The Department does not 
have much of the key documentation 
gathered by its consultants to support their 
analysis. It informed us that this was the 
result of a decision to maintain the 
confidentiality of the information that 
airport authorities provided to the 
Department’s consultants. 


10.80 We find it extraordinary that the 
Department would agree to any such 
arrangement that would leave it lacking 
access to information essential to 
understanding the basis and context for its 
consultant’s analysis and conclusions — 
conclusions that could form the basis for 
the Department’s recommendations to the 
Treasury Board and Cabinet. We note that 
under the transfer arrangements, the 
Department already had a general right to 
such information. The Department’s new 
arrangement vis-a-vis the consultants’ 
analysis and conclusions meant that 
Transport Canada did not have, for 
example, even the list and copies of 
consultants’ reports and documents that 
the consultants had relied on in preparing 
the analysis. Key notes or transcripts of 
fact-finding interviews with airport 
authorities, airlines, the financial 
community and other federal departments 
were unavailable. We note that the 
Department could not provide us with 
documentation showing the evidence used 
to support key assumptions and 
projections in areas such as pricing, cost 
recovery and capital expenditures. Nor 
could it provide us with the computer files 
containing the modelling runs used to 
determine its financial position as a result 
of the first round of transfers. 


10.81 We therefore are unable to verify 
and provide any assurance on the results 
of the analysis. That said, the analysis 
found that over the first five years after 
the transfers, the government was better 
off at one airport, marginally worse off at 
another, neutral with respect to a third 
airport (neither better off nor worse off) 
and significantly worse off at the fourth 
airport. Although the analysis had been 
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completed — as part of three separate 
studies with a total cost of $680,000 — 
roughly a year before our audit ended in 
February 2000, we found that decision 
makers, including Treasury Board, had not 
yet seen the results. 


10.82 Transport Canada has yet to 
conduct any such analysis of the other 
NAS airports in our sample (Toronto, 
Ottawa, Moncton and Victoria). 


Transport Canada has not analyzed the 
overall financial impact of the airport 
transfers 


10.83 In our view, the Department 
needs to develop a credible way to 
measure the overall financial impact of 
the airport transfers after transfer, in terms 
of benefits and costs. Its evaluation of the 
first round of NAS airport transfers has 
been under way for the past three years 
and has used many financial advisors. It is 
therefore disconcerting that Transport 
Canada has yet to establish a proper 
framework to evaluate and report on the 
overall financial impact of the airport 
transfers at any time after transfer over the 
life of the 60-year leases. 


10.84 Transport Canada should 
periodically gather information on fair 
market value to use in assessing the 
appropriateness of the rents it has 
already negotiated, developing a 
reasonable benchmark, and evaluating 
any proposals from airport authorities 
to renegotiate their existing leases. It 
should use the results of such work to 
form the basis of new renegotiation 
proposals. 


10.85 Before negotiating or 
renegotiating airport transfers, 
Transport Canada should establish a 
minimum amount as a floor position for 
assessing whether authorities’ offers 
will leave the government no worse off. 
It should properly document all 
assumptions used in determining its 
floor position and any changes to them 


Transport Canada — Airport Transfers: National Airports System 


over time, and should clearly 
communicate them to decision makers 
when seeking their approval for the 
transfer agreements or any renegotiated 
agreements. 


Department’s response: See response 
after paragraph 10.106. 


10.86 When using external 
consultants to perform financial 
analyses related to airport transfers, 
Transport Canada should maintain 
appropriate documentation and 
records. 


Department’s response: Transport 
Canada will continue to maintain 
appropriate documentation and records, 
when using external consultants. 


10.87 ‘Transport Canada should 
develop an alternative to its current 
no-worse-off analysis to measure the 
overall financial impact of airport 
transfers at any time after transfer over 
the life of the 60-year leases, and report 
the results to decision makers and to 
Parliament on a timely basis. 


Department’s response: See response 
after paragraph 10.106. 


Quality of information to decision 
makers needs significant improvement 


10.88 Transport Canada is not allowed 
to negotiate any amendments to the LAA 
leases that affect financial arrangements 
without first obtaining approval from the 
Treasury Board. Our review of the 
Department’s analysis to support the 
renegotiations of the leases at Vancouver, 
Calgary and Edmonton left us with 
significant concerns about the quality of 
information it provided to the Treasury 
Board. 


10.89 Renegotiations. When it issued 
the National Airports Policy in 1994, the 
government announced that the second 
round of transfers to Canadian airport 
authorities (the CAAs) would use a new 
standard formula to calculate rents (see 


It is disconcerting that 
Transport Canada has 
yet to establish a 
proper framework to 
evaluate and report on 
the overall financial 
impact of the airport 
transfers at any time 
after transfer over the 
life of the 60-year 
leases. 
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Exhibit 10.16a 


Exhibits 10.16a and 10.16b). Both the rent 
formula and the accountability principles 
to be applied were different from those 
applied in the first round of transfers to 
the LAAs. The Minister agreed to reopen 
those deals for negotiation in light of the 
new National Airports Policy and Public 
Accountability Principles. In 1995, 
Transport Canada began renegotiating the 
financial terms of the leases for three of 
the four LAA airports (Vancouver, 
Calgary and Edmonton) transferred in 
ISO 7 


10.90 In 1995, Transport Canada 
engaged a financial advisor to assess the 
financial implications of the new rent 
formula for LAA deals, before it was used 


Overview of the Lease Rental Formula - Local Airport Authorities (LAAs) 


in transferring the remaining airports to 
Canadian airport authorities. Although we 
did not audit that assessment, we believe 
it was an important exercise to provide a 
perspective on the fairness of the new 
CAA rent formula compared with the 
formula originally used for LAAs. Later in 
1995, when Transport Canada began 
renegotiating with the LAAs at 
Vancouver, Calgary and Edmonton, it 
knew its financial advisor’s view that 
applying the new formula to these local 
airport authorities would have minimal 
financial implications for them. Although 
we understand that reopening the first 
round of transfer deals could have some 
financial impact, we expected that 


Source: Transport Canada 


RES i . ay 
Business Components Base Revenues = BaseCosts | = Base Rent 
ee Airside/General Terminal Stated landing fees from _ | Stated costs of operating =| Base AGT 
a (AGT) | airlines the airport 
a4 
= , siae 
2 Concessions | Rental fees from boutiques | - sated Costs Of ia gna Concession base rent 
me the rental spaces 
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Real estate (Base rent) oe) = ae applicable =| Real estate base rent 
land leases at date of transfer 
+ 
Business Components Actual Revenues Stated Revenues Applicable —hClU - "Participation Rent 
Aivside/GeneralTexminal [eee 5 <a = 
irside/General Termina ctual landing Threshold landing Percentage eS 
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Transport Canada would have valued each 
element it was renegotiating, measured 
the impact for fairness and equity with 
deals negotiated in the second round (the 
transfers to CAAs), and presented that 
information to Treasury Board and 
Cabinet. The renegotiated deals 
effectively reduced the revenue stream or 
rent payable to the Department by an 
estimated $289 million total over the term 
of the three leases, with no clear 
indication, in our view, as to what benefits 
the Crown would receive from the 
substantial rent reductions that were 
renegotiated. The Department informed us 
that the benefits were “to relieve the 
following pressures that were driving 
renegotiations: 


* accelerated growth and passenger 
traffic; 


* consequential pressure to accelerate 
capital expansion; 


Transport Canada — Airport Transfers: National Airports System 


* the perceived superiority of the CAA 
rent model; and 


* a desire to install the Public 
Accountability Principles.” 


The Department also indicated that it 
wanted to rectify an inequity between the 
LAA models and the CAA models with 
respect to charging rent on the AIF 
(airport improvement fee). 


10.91 We note that one of the five 
benefits the Department had cited to us, 
the perceived superiority of the CAA rent 
model, was not made known to the 
Treasury Board and Cabinet. Moreover, 
the Department did not eliminate the 
inequities in the rent formula. In fact, the 
renegotiations created new inequities (see 
paragraph 10.95). 


Exhibit 10.16b 


Overview of the Lease Rental Formula - Canadian Airport Authorities (CAAs) 


CAA Formula 


= Base Costs = 


Stated $ amount per 


| Base Revenues 
| passenger multiplied by the 
| 


Stated base costs adjusted = 


BASE RENT actual number of passengers | ~ for CPI ~ | Base rent 
up to a cap level adjusted 
for CPI* 
ae 
Actual Revenues |- Base Revenues Applicable = Participation Rent 
Fs Participation j 
| | Stated $ amount Percentage | 
PARTICIPATION | per passenger z= : = 
I ae | Rate varies from 
RENT | Actual gross | multiplied by the | | | ioe 'g Swe | 
PEt! | a emcee | X 0% to 35% = | Participation rent | 
passengers up toa Applicable rate | 
| cap level adjusted | 
for CPI 


Note: Overall rent could be negative in years prior to self-sufficiency. 


* Consumer Price Index 


Source: Transport Canada 
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Transport Canada 


A key weakness in the 
renegotiation process 
was the absence of 
any independent 
review and challenge 
of the final agreements 
before they were 
signed. In fact, the 
deals were 
significantly different 
from what Treasury 
Board had authorized. 


10.92 Information provided to the 
Treasury Board and Cabinet was 
inaccurate and incomplete. In December 
1996, while renegotiations were under 
way, Transport Canada informed the 
Treasury Board that the LAAs at Calgary 
and Edmonton would adopt the new rent 
formula in full, and that Vancouver would 
adopt it in part. The Department also said 
that the revised rents would not materially 
affect its budget; it projected a 

$7.5 million reduction in its budget over 
the first four years covered by the 
renegotiated agreements. But this did not 
represent the full costs of the 
renegotiations. Only later, when the 
Treasury Board Secretariat requested a 
business case to support the 
renegotiations, did the Department 
estimate that the rent reductions in the 
renegotiated deals would cost over 

$124 million in the first five years. In 
February 1997, Treasury Board approved 
the amendments to the leases on the basis 
that the three airports had agreed to adopt 
the Public Accountability Principles. 
Renegotiations with airport authorities 
continued, and amended agreements were 
signed with Calgary in April 1997, 
Edmonton in December 1997 and 
Vancouver in June 1998. 


10.93 A key weakness in the 
renegotiation process was the absence of 
any independent review and challenge of 
the final agreements before they were 
signed. In fact, the deals were 
significantly different from what the 
Treasury Board had authorized. We note 


that at the time the deals were finalized, 


Transport Canada did not advise the 
Treasury Board that in the final 
renegotiated agreements not one of the 
airports agreed to fully adopt the Public 
Accountability Principles, nor did it 
provide the reasons for their stance. These 
principles are central to ensuring a 
consistent accountability framework for 
all airports and the protection of the 
government’s and taxpayers’ interests. As 
illustrated in Exhibit 10.17, the 
renegotiated deals excluded certain key 


aspects of the Public Accountability 
Principles, such as equitable access by all 
carriers, reasonable user charges, activities 
consistent with the airport authority 
purpose, the general practice of tendering 
contracts, and declarations of business 
activities to avoid real or perceived 
conflicts of interest. In our view, the 
Department ought to have informed 
Treasury Board and/or Cabinet of the 
concerns expressed by airport authorities 
that did not accept those Public 
Accountability Principles. For example, 
some airport authorities did not accept the 
principles relating to reasonable user 
charges and equitable access to all air 
carriers because, according to Transport 
Canada’s records, they feared that 
including the principles in their letters 
patent could expose them to litigation on 
the reasonableness of the charges and 
equity of access. We believe that this kind 
of omission significantly impaired the 
quality of information made available to 
decision makers when they approved the 
renegotiations. 


10.94 The fairness issue. One of the 
principles to guide the transfer of airports 
to CAAs was that all financial 
arrangements were to reflect the principles 
of equity, consistency, uniformity and 
fairness, one with the other. We 
acknowledge that certain differences exist 
among airports and that any financial 
arrangements must take these differences 
into account. 


10.95 However, we were surprised to 
find that after renegotiation, the final 
agreements treated comparable airports 
differently (see Exhibit 10.18). For 
example, only Calgary’s renegotiated 
lease included, in effect, a ceiling on its 
total rent (base rent and participation rent) 
for 10 years — Transport Canada having 
agreed to a passenger cap below the actual 
number of passengers at the time of 
renegotiations and having eliminated the 
clause requiring the payment of 
participation rent (see Exhibit 10.19). The 
renegotiated lease with Edmonton also 
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includes a clause unique to that airport, 
with a provision retroactive to 1996 
extending forward 10 years to 2006. 
Under that clause, Transport Canada will 
continue to pay negative rent to fund 
shortfalls in airport revenues. Since 1996 
the Department has paid $6.4 million to 
the airport authority for this purpose. The 
clause also provides for a significantly 
higher subsidy to the Edmonton airport 
authority in the event of a downturn in the 
economy. 


10.96 Asa result of these 
renegotiations, Transport Canada has 
actually created three different rent 
formulas under essentially one model for 
CAAs. When we add the standard CAA 
formula for second-round transfers and the 
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original LAA formula that still applies to 
Montreal, the Department is really 
administering five different rent formulas. 


10.97 Transport Canada has not been 
able to demonstrate how transfer 
agreements as and where renegotiated 
based on different formulas can be 
equitable, uniform, consistent and fair, 
one with the other. 


10.98 We were informed that the team 
that had negotiated the original LAA deals 
did not handle the renegotiations. It was 
the view of the Department that the lease 
renegotiations would be more 
appropriately handled by those officials 
who were responsible for lease 
management. We note that key financial 
elements/principles underlying the first 


Transport Canada has 
not been able to 
demonstrate how 
transfer agreements 
as and where 
renegotiated based on 
different formulas can 
be equitable, uniform, 
consistent and fair, 
one with the other. 


Exhibit 10.17 


Examples of Public Accountability Principles Included/Excluded in Renegotiated First-Round Transfers 


Examples of 
Public 
Accountability 
Principles Included 
in Renegotiations 


Safe, 


secure 
and Not-for-profit 
financially corporation 


viable 


Five year 
performance 
review 


Transport 
Canada 
right to audit 


Code no less 


Develop lands Board of 


Act 


compatible Directors stringent than 
with includes two Canada 
air transport or three federal _Business 
activities nominees Corporation 


General 
practice 
of tendering 


: contracts 


Examples of 
Public 
Accountability 
Principles Excluded 
From Some or All 
Renegotiated Deals 


Reasonable 


| user charges 


Equitable 
access to 
all carriers 


Declaration 
of business 
activities 
to avoid real 
or perceived 
conflict of interest 
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Engage in 
activities 
consistent 
with 
purpose 
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and second rounds of transfers were not 
applied consistently in the renegotiations. 
In fact, while the deals were being 
renegotiated, the Department’s chief 
negotiator (who had negotiated the 
original LAA deals and the first few CAA 
deals) had some concerns about the 
amendments and their possible effects on 
the transfer of the remaining airports. He 
informed senior management responsible 
for airport transfers that he was concerned 
about the rent inequities among airports. 
The Department noted that it had 
considered the views of the official, but it 
was unable to provide us with any 
supporting documentation or analysis. 


10.99 As part of the fairness issue, we 
also assessed Transport Canada’s 
adherence to some of the key principles 
under the blanket authority it had received 


Exhibit 10.18 


Comparable Airports 


1998 Passenger Traffic - Airports Transferred or to Be Transferred to Airport Authorities 


in 1996. We looked at the financial 
elements that were to be predetermined 
before negotiations and fixed for the 
duration of the lease to see how the 
Department had applied them to the leases 
in our sample. Transport Canada was 
unable to demonstrate how the significant 
differences among airports in, for 
example, the base revenue per passenger 
and the base operating and capital cost 
amounts (three key components of the 
CAA rent formula) ensured equity and 
fairness among the transfer deals. These 
were items that the government had 
directed were to be predetermined and 
fixed, not negotiable. The Department 
confirmed that in its effort to adapt the 
LAA rent formula at Edmonton and 
Calgary to the CAA formula, it had 
negotiated the items. These financial 
elements have a direct impact, dollar for 


Tier* | __ British Columbia | Prairie Region —_| Ontario Québec Atlantic 
1 _ Vancouver 14,870,539 Toronto 25,599,226 
2 Winnipeg 2,641,940 Ottawa 2,939,868 Halifax 2,609,288 
Calgary 7,884,096 
Edmonton 3,762,345 
Montreal-Dorval 7,900,132 
e. Montreal-Mirabel 1,169,918 
3 Victoria 1,123,439 Regina 836,538 St. John’s 755,585 
___ Kelowna 897,845 Saskatoon 769,955 
ci at 4 Thunder Bay 476,525 Quebec City 663,418 
5 Prince George 311,918 London 320,230 Moncton 257,205 
Saint John 186,156 
Fredericton 199,291 
oe = Charlottetown 156,107 
6 


Gander 104,016 


lransport Canada’s assessment of comparable airports for use in negotiations by passenger volume. 


The three territorial 
Note: Airports still to be transferred are shown in bold. 


Source: Transport Canada 


NAS airports are not shown above as they were transferred to territorial governments. 
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Transport Canada 


In 1997, Transport 
Canada renegotiated 
its lease agreement 
with the Greater 
Toronto Airports 
Authority only a few 
weeks after signing it. 
In effect, the airport 
authority was granted 
a rent reduction of 
$185 million for capital 
works projects at the 
airport. 
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dollar, on the rent to be paid to the Crown. 
A dollar more in base capital cost means a 
dollar less in rent — for the duration of 
the lease. 


10.100 In the case of Moncton, Transport 
Canada’s own projection showed that 
notwithstanding the general requirement 
under the National Airports Policy for 
self-sufficiency within five years, had 
Transport Canada continued to operate the 
Moncton airport, the airport would have 
continued to experience significant cash 
flow deficits for at least 20 years. 


10.101 We note that other government 
departments have started to make use of 
“fairness monitors”, who focus on 
ensuring integrity and fairness in 
alternative delivery arrangements. In our 
September 1999 Report, for example 
(Chapter 18, Public Works and 
Government Services Canada — 
Alternative Forms of Delivery: 
Contracting for Property Management 
Services), we noted that a significant 
feature of the contracting process was the 
use of fairness monitors to provide the 
Department’s senior management with 
independent assurance that the process 
was conducted fairly and in accordance 
with the rules. In view of the complexity 
of airport transfer negotiations and 
renegotiations, this practice could be 
beneficial to Transport Canada. 


Toronto deal has been renegotiated 


10.102 In 1997, Transport Canada 


_Tenegotiated its lease agreement with the 


Greater Toronto Airports Authority only a 
few weeks after signing it. In effect, the 
airport authority was granted a rent 
reduction of $185 million for capital 
works projects at the airport; $103 million 
of this was credited in the first year, for a 
total provided to date of $118 million. Our 
review of the documentation shows that 
the Department issued a press release 
when the rent reduction was announced, 
indicating that it was designed to cover 
principally a de-icing facility and a 


north-south parallel runway. We also note, 
however, that at the time of the airport’s 
transfer to the GTAA the Department had 
issued a press release that stated, “Several 
of these projects initiated by Transport 
Canada in advance of the transfer of the 
airport to local control were completed 
earlier this year. With today’s transfer, 
however, the completion of the remainder, 
including a new north-south runway and a 
dual taxiway storm water capability in a 
centralized aircraft de-icing system, 
becomes the responsibility of the GTAA.” 
Because of those contradictory public 
statements, we asked the Department to 
provide us with evidence to demonstrate 
that, at the time of transfer, the federal 
government had a legal commitment to 
finance the north-south runway and the 
centralized aircraft de-icing facility. There 
were no undertakings to this effect in the 
original deal, and Transport Canada was 
unable to provide us with any support 
other than the press release described 
above and the questions and answers 
prepared for use by its officials when the 
Department announced the rent reduction. 


10.103 We have various concerns about 
this rent reduction. First, Transport 
Canada has always considered it a basic 
transfer principle that airports would be 
transferred “as is, where is”. Second, the 
Department could not provide us with the 
rationale for changing the principle of “as 
is, where is”, nor were decision makers 
made aware of this change. Third, we are 
concerned that it reopened a long-term 
(60-year) agreement very soon after 
signing it to deal with a short-term 
funding need, even though it had not done 
any analysis. As a result of the reopened 
negotiations, the government will receive 
an estimated 7 percent less rent over the 
60-year term of the lease on a net present 
value basis. 


10.104 Moreover, Transport Canada did 
not conduct any analysis to determine how 
the Toronto airport rent reduction of 

$185 million would impact on fairness to 
other airport authorities. 
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10.105 Moratorium on renegotiations. 
In 1997, following the approval for 
renegotiations at Toronto, Edmonton, 
Vancouver and Calgary, the Treasury 
Board put a moratorium on any significant 
future amendments pending the 
completion of a major review of the first 
round of airport transfers (the five-year 
review) and/or the development of an 
appropriate framework. As noted, this 
review was being finalized at the end of 
our audit. 


10.106 Before finalizing transfer deals 
and renegotiated agreements, Transport 
Canada should ensure that those 
agreements undergo review and 
challenge by officials independent of the 
negotiating team to ensure that the 
information is complete and reliable 
and that the transfers are consistent 
with the principles established by the 
government. 


Department’s response: Transport 
Canada disagrees with the Office of the 
Auditor General’s conclusions with 
respect to fair market value and no worse 
off. Transport Canada exercised due 
diligence and followed sound management 
practices throughout the transfer process. 


+ Determining fair value prior to 
transfer: Transport Canada determined the 
fair value of the airports prior to their 
transfer, although the Department used a 
different approach from that preferred by 
the Office of the Auditor General (see 
paragraph 10.65). Based on advice 
obtained from independent financial 
experts, net present value of net cash flow 
was determined to be the most appropriate 
approach for determining fair value. 
Independent financial experts also advised 
the Department that formal opinions on 
fair market value were considered less 
relevant, particularly given that the 
government’s policy was that airport 
divestiture would not involve an open 
market situation. The methodology used 
by Transport Canada to obtain fair value 
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to the Crown was disclosed to and 
approved by decision makers. 


* Establishing an appropriate 
benchmark: Transport Canada established 
a floor position prior to negotiating each 
airport transfer. 


* Assessing and reporting the financial 
impact of airport transfers: Transport 
Canada fully recognizes the importance of 
assessing and reporting the financial 
impact of airport transfers. The 
Department will undertake a review that 
will assess the financial impact of airport 
transfers. 


¢ Information to decision-makers: 
Transport Canada followed standard 
government practice wherein the Treasury 
Board Secretariat plays an independent 
review and challenge role with respect to 
Treasury Board submissions. Regarding 
the airport transfers, all transfer deals, 
renegotiations, and changes to the 
financial terms must be approved by 
Treasury Board. In fulfilling this 
requirement, Transport Canada provided 
Officials at the Treasury Board Secretariat 
with all of the necessary information, 
including all major changes to the final 
agreements. 


« Adherence to principles established 
by the government: Transport Canada 
fully recognizes and appreciates that 
legitimate differences between airports 
exist in terms of, for example, the level of 
financial maturity, previous capital 
investment, and costs and revenues; the 
age of major capital assets; and the needs 
of the passengers and communities served 
by the airport. To ensure fair, equitable 
and consistent treatment among airports, 
Transport Canada used the same criteria, 
principles and approaches. The 
Department also recognized other 
mechanisms beyond the lease that met the 
essence of the Public Accountability 
Principles. Particular emphasis was 
placed on negotiating comparable deals 
for comparable airports. Furthermore, the 
Department uses, for all airport transfers, 
common legal documents, a common rent 
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In 1997, the Treasury 
Board put a 
moratorium on any 
significant future 
amendments pending 
the completion of a 
major review of the 
first round of airport 
transfers and/or the 
development of an 
appropriate 
framework. 


10-37 


ee reer 


Transport Canada 


Eight years into the 
transfer process, the 
Department has yet to 
define its role as 
overseer of the 
National Airports 
System and guarantor 
of its integrity and 
viability. 
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formula and rent definitions, and a 
common methodology for preparing 
amounts in the lease formula. 


Transport Canada’s Performance 
in Post-Transfer Matters 


10.107 With the transfer of airports to 
airport authorities, Transport Canada has 
assumed a new role and gained some new 
responsibilities. Under the National 
Airports Policy, it is responsible for 
guaranteeing the continued integrity and 
viability of the National Airports System. 
As landlord of the transferred facilities, it 
ought to oversee the operations of the 
airports and related businesses to ensure 
that they comply with the transfer policy 
and with transfer arrangements such as 
leases, agreements to transfer, and by-laws 
of the airport authorities. Although 
ensuring safety and security at transferred 
airports is a key responsibility of the 
Department, as noted earlier, our current 
audit excluded safety and security aspects. 


Transport Canada has yet to define its 
role in post-transfer matters 


10.108 Aside from safety and security, 
we note that eight years into the transfer 
process the Department has yet to define 
its role as overseer of the National 
Airports System and guarantor of its 
integrity and viability. We are concerned 
that the lack of clearly defined roles and 
responsibilities for post-transfer matters 
has affected its ability to fulfil its current 


. Operational responsibilities in overseeing 


airport operations. This may have 
significant negative effects in the future. 


10.109 Since 1992, the Department has 
adopted a predominantly hands-off 
approach to its landlord responsibilities. It 
has been largely passive about monitoring 
and overseeing the NAS. At the 
conclusion of our audit, the Department 
told us that now that NAS transfers are 
coming to a close and it has some 
experience in its landlord and oversight 


role, it will be able to devote more effort 
to post-transfer matters. 


10.110 Because the Department had not 
elaborated its new roles and 
responsibilities, we did not undertake a 
detailed audit in this area. We did, 
however, take a preliminary look, and we 
noted the following areas in need of 
urgent attention. 


Transport Canada has not developed its 
position on the growing use of airport 
improvement fees 


10.111 Airport improvement fees (AIFs) 
have become an increasingly important 
source of revenue for airport authorities 
since they were first introduced in 1993. 
In 1998, airport authorities with AIFs 
collected $116 million in fees, or 

22 percent of their combined total 
revenues (see Exhibits 10.9 and 10.10). At 
the conclusion of our audit, 15 NAS 
airports were charging airport 
improvement fees. 


10.112 We found that the Department 
has been slow in collecting data and 
analyzing and assessing the 
reasonableness of the escalating airport 
improvement fees. The lack of detailed 
information on AIFs is disconcerting. 


10.113 We also found that information 
about these fees that was presented to 
Treasury Board in 1992 was incorrect in 
one key respect. When the use of airport 
improvement fees to fund airport 
expansion was first contemplated, 
Transport Canada told decision makers 
that the fees would be subject to the 
Competition Act. However, airport 
authorities are virtual monopolies and 
enjoy a captive market. The monopolistic 
aspects of airport business, one of which is 
the charging of AIFs, are not covered by 
the Competition Act, unlike concession 
business such as parking. The Department 
was aware of this fact as early as 1994, 
but it did not inform Treasury Board and 
has missed several opportunities since 
then to do so. Although the Public 
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Accountability Principles require CAAs 
(second-round transfers) to ensure that all 
user fees are reasonable, the Department 
has yet to do any substantive oversight of 
the reasonableness of existing AIFs. 


10.114 In its five-year review, the 
Department found that there is little 
information on how airport authorities use 
revenues from airport improvement fees. 
It also found that some airport authorities 
have yet to conduct any costing studies to 
determine whether their fee structures and 
rates are reasonable and comply with 
provisions in their leases that pertain to 
obligations under national and 
international agreements. The review 
noted that airport improvement fees could 
be increased significantly at the 
first-round NAS airports without affecting 
traffic. It indicated that some stakeholders 
had concerns about the use of AIFs, 
including the quantum of fees that were 
being charged and the lack of redress 
mechanisms for the general public. 


10.115 Transport Canada should move 
quickly to deal with the issues raised in 
the five-year review. It should clarify its 
role in the monitoring of airport 
improvement fees and communicate the 
results to decision makers along with 
recommendations as appropriate. 


Department’s response: See response 
following paragraph 10.139. 


The advent of subsidiaries 


10.116 Airport authorities have used 
subsidiaries to expand their business 
horizons. At the time of our audit there 
were at least 13 such subsidiaries, most of 
them wholly owned by the airport 
authorities created before 1994 (the 
LAAs). 


10.117 Activities of subsidiaries include 
airport management and operational 
services, airport marketing and consulting 
services, and business ventures such as 
investment in airports in Eastern Europe, 
South America and the South Pacific. 
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There are different types of investments 
by airport authorities — wholly owned 
subsidiaries and minority-interest 
investments. Wholly owned subsidiaries 
can also have subsidiaries. 


10.118 The Department has yet to 
systematically assess any of the 
subsidiaries or their business arrangements 
to review, for example, the potential risks 
to the Crown, and the financial 
implications of their activities for the 
operations of airport authorities and the 
rents they pay. We note that the transfer 
arrangements give Transport Canada the 
right to audit the activities of the airport 
authorities’ subsidiaries, but since their 
emergence seven years ago it has yet to do 
SO. 


10.119 Ata minimum, we would have 
expected Transport Canada to have such 
basic information on each subsidiary as: 


¢ its board members; 


* the remuneration of board members 
and senior executives; 


* separate audited financial statements; 


¢ disclosure of conflicts of interest and 
a description of transactions between 
related parties; and 


* alist of contingencies, guarantees 
and commitments made by subsidiaries or 
by airport authorities on their behalf. 


10.120 We are concerned that Transport 
Canada does not know the extent of 
airport authorities’ business activities and 
has yet to assess the attendant financial 
risks. 


10.121 Rent-related risk. Transport 
Canada does not know whether airport 
authorities have transferred the ownership 
of profitable businesses or intellectual 
property to off-site subsidiaries. Under the 
LAA lease formula, this practice would 
affect the rents that Transport Canada 
collects. (Rent is payable only on 
activities carried out on the airport site 
itself or on revenue from a local airport 
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The Department’s 
five-year review noted 
that some 
stakeholders had 
concerns about the 
use of airport 
improvement fees, 
including the quantum 
of fees that were being 
charged and the lack 
of redress 
mechanisms for the 
general public. 


The Department has 
yet to systematically 
assess any of the 
airport authorities’ 
subsidiaries or their 
business 
arrangements to 
review, for example, 
the potential risks to 
the Crown. 
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authority competing business within three 
kilometres of the airport.) 


10.122 Offshore risks. Transport 
Canada has yet to assess the financial and 
political risks of airport authorities’ 
offshore investments. The potential costs 
involved in loan guarantees and equity 
investments, along with the possibility of 
economic or political instability in certain 
countries, could affect the viability of 
subsidiaries and, potentially, the viability 
of the airport authorities themselves. If a 
subsidiary defaulted on a loan and the 
parent airport authority had to assume 
responsibility for repayment, the authority 
might be unable to meet its rent 
commitments to the Crown. 


10.123 Other risks. Transport Canada 
does not know whether the authorities 
have guaranteed loans from other lenders 
to subsidiaries. Any such guarantees 
would create contingent liabilities for the 
airport authorities that, in turn, could 
translate into costs for the Crown. The 
Department recently obtained limited and 
unaudited financial information on 
subsidiaries that suggests that in 1997 they 
generated a total of about $16.3 million in 
revenues, had assets of $25.7 million, and 
posted a net loss of $53,000. They had 
also received about $17 million in 
interest-free loans from parent airport 
authorities. 


10.124 In December 1999, as part of its 
five-year review, the Department noted 
that airport users and other interested 
parties had concerns about the relationship 


- between airport authorities and their 


private sector subsidiaries. They 
considered that the primary focus of the 
authorities and their boards of directors 
ought to be on overseeing the operation of 
first-class airports. 


10.125 As part of its ongoing oversight 
of the National Airports System, 
Transport Canada should develop a 
systematic approach to monitoring and 
overseeing the activities of airport 
authorities’ subsidiaries. It should 


collect the necessary information to 
assess the impact of those activities on 
the authorities’ rent and financial 
performance. It should report 
periodically to the Treasury Board or 
Cabinet on the implications for the 
public interest and should make 
recommendations as appropriate. 


10.126 Transport Canada should 
complete its five-year review and alert 
the Treasury Board or Cabinet to any 
gaps in policy or accountability related 
to the use of subsidiaries by airport 
authorities. 


Department’s response: See response 
following paragraph 10.139. 


Use of sole-source contracts by airports 
versus government’s objectives of equal 
access and best value 


10.127 The airport authorities 
established before 1994 (the LAAs) were 
not required by their original leases to 
tender any of the contracts they let — that 
is, to open them to competition in order to 
receive optimal value and to embrace the 
public sector value of equal access by 
suppliers. In contrast, the authorities 
established since the 1994 National 
Airports Policy (the CAAs) are expected 
to follow the Public Accountability 
Principles, which require them, as a 
general practice, to tender all contracts 
over $75,000 for goods and services. If a 
CAA does decide to sole-source a 
contract, its annual report must disclose 
information on the contractor, indicate the 
dollar value of the contract and justify the 
decision to award the contract without 
competition. There is currently no such 
requirement for most LAAs. 


10.128 Transport Canada reviewed the 
1998 annual report of the Greater Toronto 
Airports Authority (GTAA), a Canadian 
airport authority. The report listed a 
significant number of sole-source 
contracts over $1 million. In the 
Department’s view, information in the 
report did not meet the requirements of 
the Public Accountability Principles, 


10-40 


Report of the Auditor General of Canada - October 2000 


which require disclosure of the dollar 
value of each sole-source contract over 
$75,000. Moreover, sole-source contracts 
for concession revenues were not 
disclosed at all. The current lease 
agreement does not contain any clause 
that would penalize the authority for not 
complying with the disclosure 
requirement. The Department has advised 
the GTAA of its concerns and is working 
with the authority to resolve the issue. 


10.129 Other than reviewing information 
in authorities’ annual reports for what is 
disclosed, Transport Canada has yet to 
review the extent to which other airport 
authorities are using sole-source contracts 
and reporting on them appropriately. 


10.130 Transport Canada should 
periodically review contracting matters 
in transfer agreements to ascertain 
whether they adequately reflect public 
sector values. It should alert decision 
makers to its findings and make 
recommendations as appropriate, 
including enforcement considerations 
such as penalties for non-compliance. 


Department’s response: See response 
following paragraph 10.139. 


A largely hands-off approach to 
landlord responsibilities 


10.131 Leased airports in the National 
Airports System are diverse. Some are 
unique — Pearson International, for 
example, by virtue of its size. Each has its 
own regional economic realities and all 
are at different stages of growth and 
expansion. Transport Canada’s head office 
and five regions administer and 
co-ordinate the Department’s 
landlord-related responsibilities for the 
NAS. Until 1997, all of the landlord 
activities were centralized at headquarters 
in Ottawa because only four airports had 
then been transferred. Consequently, at 
most regional offices the landlord role for 
NAS airports is a relatively new 
responsibility. 
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10.132 Transfer of corporate 
knowledge. The Department has yet to 
establish a formal training program to 
educate employees about lease 
management matters. Consistently in our 
meetings at all of the Department’s five 
regional offices, staff indicated a need for 
such training. They noted that significant 
downsizing in the recent past had resulted 
in a substantial loss of corporate memory 
about airport matters. Moreover, they 
believed a formal training program would 
help them develop the skills required to 
move from operator to landlord of NAS 
airports. Regional staff also noted that 
they lacked some fundamental knowledge 
about the rationale for some of the 
negotiated terms in the leases they are 
required to administer. The Department 
had yet to establish a formal process for 
negotiators to convey critical knowledge 
implicit in the negotiated leases. As a 
result, regional staff felt they were not on 
a level playing field in their dealings with 
airport authorities and thus risked 
mishandling aspects of the leases. 


10.133 Auditing airport authorities. 
According to the leases, the Department 
has the unrestricted right to audit airport 
authorities. In keeping with its hands-off 
approach, however, Transport Canada has 
not exercised this right at any of the major 
airports since 1995, when it audited the 
four LAAs to assess their compliance with 
the financial aspect of the lease formula. 
Those audits raised many issues that 
impacted on the amount of rent received 
by the government, and we are concerned 
that some are still unresolved. The 
Department informed us that in the 
summer of 2000 it would develop an audit 
program for auditing airport agreements, 
which would include issues raised in its 
previous audits. 


10.134 Standards and criteria. We 
found that the Department has not 
developed standards or criteria for 
assessing how well authorities are 
complying with certain key aspects of 
their leases. 
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Regional staff of the 
Department noted that 
they lacked some 
fundamental 
knowledge about the 
rationale for some of 
the negotiated terms in 
the leases they are 
required to administer. 


In keeping with its 
hands-off approach, 
Transport Canada has 
not exercised its right 
to audit airport 
authorities at any of 
the major airports 
since 1995. 
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Transport Canada 


The Department has 
neither carried out a 
comprehensive study 
nor performed any 
systematic monitoring 
of the financial health 
and viability of the 
National Airports 
System as a whole. 
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10.135 Leases specify that an airport 
authority must provide a “first-class” 
facility. However, the leases do not define 
this in terms of the size and nature of a 
facility and the level of services it should 
provide, other than having the capacity to 
meet the demand for service of 
communities within a 75-kilometre radius 
of the airport. 


10.136 Standards and criteria would 
assist the Department in carrying out 
appropriate, effective and timely 
monitoring of airport expansions to help 
ensure that they are in line with 
community interests and that it can alert 
the Minister, Cabinet and/or the Treasury 
Board to any potential problems. They 
could help, for example, to identify 
overbuilding and extra costs and the 
potential risks to the integrity and viability 
of the National Airports System. 


10.137 We note that airport leases 
require airport authorities to review and 
report on their own performance every 
five years. However, we are concerned 
that Transport Canada has not 
communicated to airport authorities its 
requirements and interests as overseer and 
landlord of the system. Consequently, it 
may not be able to ensure that the reports 
fully meet its information needs. 


10.138 Transport Canada should, 
without delay, establish a formal 
training program to transfer critical 
knowledge and skills to its regional staff 
responsible for lease management, and 
it should ensure the continuing 


* development of those skills over time. 


10.139 Transport Canada should 
define its role in post-transfer matters 
as overseer and landlord of the National 
Airports System together with the 
systems and practices it needs to 
discharge that role, including the level 
of audit activity required. 


Department’s response: Transport 
Canada agrees that its role as landlord 
and overseer of the National Airports 


System should be clear to stakeholders 
and parliamentarians. Transport Canada 
had already identified these and other 
issues through its LAA Lease Review 
process and was planning to deal with 
them as part of a comprehensive package. 
Direction to be received in fall 2000 and 
actions arising from the results of the five- 
year review will further clarify Transport 
Canada’s and the government’s role in 
post-transfer matters, including those 
areas identified by its five-year review. 


Transport Canada will continue to take 
steps to strengthen its existing landlord 
role. Examples of some of the activities 
currently under way include: 


* developing a lease monitoring matrix 
and supporting schedules to ensure a 
national approach to the treatment of the 
leases, taking into account the specific 
terms and conditions of each lease; 


* implementing a more rigorous lease 
monitoring program that will, where 
appropriate, include an assessment of 
airport authorities’ contracting practices; 
and 


* establishing a national program to 
transfer critical knowledge and skills to 
all staff responsible for lease management. 


Transport Canada’s oversight of 
financial viability lacks rigour 


10.140 In 1997, the Department looked 
at the financial viability of a few 
less-viable airports that had yet to be 
transferred. Its five-year review looked at 
the financial viability of only the four 
airports transferred in the first round. The 
Department has neither carried out a 
comprehensive study nor performed any 
systematic monitoring of the financial 
health and viability of the NAS as a 
whole. 


10.141 In our view, a systematic 
approach to monitoring is long overdue. 
However, the Department has informed us 
that it will study the financial viability of 
the NAS only after a decision has been 
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made to conduct a comprehensive review 
of the National Airports Policy. It believes 
that such a review could be carried out 
only after enough time has passed to 
permit meaningful results to emerge. We 
disagree with the Department. Monitoring 
the financial health of the system is 
something that needs to be done on a 
proactive, ongoing basis. It is fundamental 
to basic oversight activities. 


10.142 We find that the delays implicit 
in the Department’s position on 
monitoring may place the public purse at 
undue risk. The Department’s position on 
this matter is also worrisome in light of 
the fact that the National Airports Policy 
publicly commits Transport Canada to 
guarantee the long-term viability and 
integrity of the National Airports System. 
The Policy clearly recognizes that the 
system is of vital importance to 
Canadians. 


10.143 The underpinnings of a 
comprehensive study and systematic 
monitoring of the National Airports 
System’s viability would include, in our 
view: 


+ developing benchmarks against 
which to assess financial viability; 


+ identifying the main drivers of 
financial performance and the associated 
risks; 


+ drawing comparisons with other 
jurisdictions; 


* analyzing the ability of all NAS 
airports to absorb operational losses and 
replace aging capital infrastructure; and 


* carrying out an analysis of 
government support and other financial 
commitments, together with sensitivity 
analyses to project into the future. 


10.144 As yet, Transport Canada has 
neither defined its data needs nor begun to 
collect and maintain the generational 
databases it needs to both support its 
oversight responsibilities and facilitate the 
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more specific analysis required for policy 
development. Such data could also be 
used for periodic assessments of the 
System’s financial viability to support 
decision making throughout the 60-year 
term of the leases. 


10.145 We found that the Department 
has been reactive in assessing emerging 
financial risks. The recent airline 
restructuring issue is one example. We 
note that only in November 1999 did the 
Department begin to study the financial 
viability of NAS airports in the context of 
airline restructuring. At that time, 
parliamentarians were expressing a keen 
interest in having better information on 
this subject. However, the Department 
informed us that its study would provide 
only a theoretical and largely qualitative 
assessment of the impact of airline 
restructuring on certain specific airports. 
Consequently, it would not provide a 
definitive view of the viability of the NAS 
as a whole. The study was still under way 
at the time of our audit. 


10.146 During our discussions with 
various airport authorities, several stressed 
the need for the Department to have a 
clearer vision both of how the National 
Airports System overall should function 
and of the Department’s role in ensuring 
that the System functions at an optimum 
level. We noted that Transport Canada has 
yet to establish any specific performance 
objectives and measures for the System 
that focus on outcomes — on what the 
NAS ought to be achieving in areas such 
as sustainable development, international 
competitiveness, and accessibility. 


10.147 Transport Canada should 
design and formalize a framework for 
monitoring the long-term viability, 
integrity and overall performance of the 
National Airports System. It should 
collect the necessary quantitative and 
qualitative data to perform timely 
analyses. To the extent that it relies on 
airport authorities or other sources for 
underlying data, the Department should 
clearly specify the type and format of 


Report of the Auditor General of Canada - October 2000 


10-43 


a 
Transport Canada — Airport Transfers: National Airports System 


Although some airport 
authorities appear to 
be proactive in 
environmental 
assessment matters, 
there is no legal 
requirement for them 
to conduct formal 
environmental 
assessments of their 
projects. 


the data it requires from them and 
should establish procedures to verify 
that the data are reliable. 


10.148 The Department should 
periodically report to Parliament and 
other stakeholders on the performance 
of the National Airports System as a 
whole. 


Department’s response: Transport 
Canada agrees that performance 
monitoring and reporting are critical to its 
oversight and landlord role. As part of 
fulfilling this role, Transport Canada 
currently has comprehensive monitoring 
programs in place to monitor the leases 
and airports, and for policy development 
purposes. 


The Department has defined the data types 
and format for some areas, and currently 
collects some information on airports. 
Most of the data are drawn from reliable 
sources, for example, audited statements 
and data from specialized statistical 
agencies such as Statistics Canada. 
Transport Canada recognizes that 
improving performance monitoring and 
reporting is an ongoing process that will 
require further time and effort. The 
Department will take steps to strengthen 
its data collection, validation and 
monitoring practices, where appropriate. 


Airport authorities are still not subject 
to the Canadian Environmental 
Assessment Act 


10.149 Although Transport Canada is not 


‘the lead department for ensuring the 


relevance and completeness of the 
provisions contained in the Canadian 
Environmental Assessment Act, the status 
of provisions in the Act has ramifications 
for the operations the Department has 
transferred. Transport Canada noted in its 
five-year review of airport transfers that 
there was a lack of regulatory support for 
environmental assessment matters and that 
this made it difficult for the local airport 
authorities to impose environmental 


assessment standards on tenants. In 
addition, it is not clear what standards 
apply to various aspects of airport 
authority operations. As the 
Commissioner of the Environment and 
Sustainable Development first observed in 
1998, airport authorities are not subject to 
the provisions of the Canadian 
Environmental Assessment Act. The 
government’s stated intention to develop 
regulations under the Act has not been 
carried out. This is worrisome, given the 
hundreds of millions of dollars in capital 
works projects under way on National 
Airports System lands and facilities. 
Although some airport authorities appear 
to be proactive in this area, there is no 
legal requirement for them to conduct 
formal environmental assessments of their 
projects. 


10.150 As a federal department, 
Transport Canada is subject to the 
provisions of the Canadian Environmental 
Assessment Act. Generally, any subsidy it 
pays — directly or indirectly — is subject 
to the Act. But there appear to be some 
exceptions. For example, the federal 
government would not be required to 
perform an environmental assessment in 
support of a subsidy it provided to 
airports, such as negative rent or rental 
credit, if the subsidy were not linked to a 
specific project. The greater proportion of 
the several hundred million dollars to date 
in approved rent reductions or negative 
lease payments has not been linked to 
specific projects. According to the 
Department, airport authorities were to 
direct much of these savings on rent to 
capital works projects. Until such time as 
the government’s stated intention to 
develop the regulations under the 
Canadian Environmental Assessment Act 
is carried out, there is a need for Transport 
Canada to consider the appropriateness of 
funding future expansion projects at 
airports without explicitly requiring 
environmental assessments from airport 
authorities and conducting appropriate 
screening of those assessments. 
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Federal enabling legislation for transfer 
of airports dates back to 1992 


10.151 It should be noted that the 
Airport Transfer (Miscellaneous Matters) 
Act is the enabling legislation for airport 
transfers. It was proclaimed in 1992, in 
the year of the first round of airport 
transfers, when the government still 
owned and operated over 100 airports. 
Unlike some other statutes, this Act has no 
provision for its formal review after 

five years for currency and relevancy. The 
Act is also silent on enforcement matters 
such as penalties that Transport Canada 
could impose on post-transfer activities. 


10.152 Rent credits to subsidize capital 
works at airports, and other forgiveness 
of rent, lack transparency to 
Parliament. Although rent credits and 
other rent reductions negotiated by 
Transport Canada permanently reduce 
revenues to the Crown, there is no 
requirement for specific approval by 
Parliament in the Estimates process — 
unlike other federal financial support such 
as payment of a grant or contribution. 
Even though the purpose of rent credits 
and other financial support is similar to 
that of grants and contributions and, in a 
number cases, reduces revenues otherwise 
due the Crown, government policy does 
not require the Department to disclose that 
information to Parliament. Transport 
Canada notes that it follows the 
government policy. In our opinion, the 
government policy does not preclude the 
disclosure of relevant and pertinent 
information. We observed that the 
information on rent credits and other 
forgiveness of rent in the Department’s 
Estimates documents and/or its annual 
Report on the State of Transportation in 
Canada was fragmented, incomplete, and 
in some years non-existent. As noted, rent 
credits and other forgiveness of rent that 
the Department has negotiated with 
airport authorities have been significant 
— $474 million so far. Of the 

$210 million forgone from 1992 to 1999, 
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only $97 million was reported to 
Parliament. With respect to the remaining 
$264 million, no information on this 
future commitment has been disclosed. 


10.153. Transport Canada should, 
through the Estimates process and other 
accountability reporting to Parliament, 
make transparent the rent credits and 
other forgiveness of rent negotiated with 
airport authorities. 


Department’s response: Transport 
Canada has fully met its obligations under 
current government policy. As noted by 
the office of the Auditor General, 
government policy does not require 
departments to report rent credits and 
other similar financial support to 
Parliament. That being said, Transport 
Canada recognizes the importance of 
increasing transparency to Parliament and 
the public. With the implementation of the 
Financial Information Strategy (FIS), the 
Department expects to report rent credits 
and other forgiveness of rent negotiated 
with airport authorities. As per standard 
government practice, the Department's 
financial statements will be made 
available to Parliament and the public. 


Conclusion 


10.154 During the last seven years, 
Transport Canada has transferred 18 of 
Canada’s largest and busiest airports to 
airport authorities. At the conclusion of 
our audit, only four airports in the 
National Airports System remained to be 
transferred . Yet Transport Canada had 
already renegotiated four leases, had given 
a qualified undertaking for at least three 
more renegotiations under certain 
conditions, and was being pressured by 
several authorities to enter into more 
renegotiations. 


10.155 Our audit of the Department’s 
handling of airport transfers, including the 
renegotiations, revealed many significant 
weaknesses in its management practices. 
In particular, Transport Canada did not 


Information on rent 
credits and other 
forgiveness of rent in 
the Department’s 
Estimates documents 
and/or its annual 
Report on the State of 
Transportation in 
Canada has been 
fragmented, 
incomplete, and in 
some years 
non-existent. 
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assess the fair market value of the airports 
to be transferred before it entered into the 
second round of negotiations and any 
renegotiations. It has yet to come up with 
a framework for evaluating and reporting 
on the overall financial impact of the 
transfer initiative. In addition, some of the 
information provided to decision makers 
in support of the transfers was incomplete 
and inaccurate, and in the transfer process 
the Department failed to adhere to some 
key government directions. Contributing 
factors may have been the absence of a 
formally codified application framework 
in support of airport transfers, including 
renegotiations, and the lack of 
independent review to determine whether 
proposed final deals adhered to 
government directions. 


10.156 We found that Transport Canada 
has yet to define its post-transfer role as 
overseer of the National Airports System 
and guarantor of the System’s integrity 
and viability. Nor has it clearly defined its 
role as landlord of the transferred 
facilities. We found that its approach to 


dealing with emerging issues is far too 
passive, and lacks rigour in certain 
respects. Among other things, the 
Department has failed to assume a 
leadership role and to properly monitor 
the growing use of airport improvement 
fees, sole-source contracting at major 
airports, and activities of subsidiaries in 
order to ensure that the interests of the 
public are protected. 


10.157 The Department has also been 
slow to complete its five-year policy 
review of airport transfers. Preliminary 
results have pointed to a number of 
concerns. Transport Canada needs to 
move quickly to finalize the review and 
make its observations and 
recommendations known to decision 
makers. 


10.158 Overall, we believe there is a 
pressing need for Transport Canada to 
demonstrate more diligence in its handling 
and oversight of NAS airport transfers, 
including any renegotiation of transfer 
agreements and related accountability 
reporting to Parliament. 
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ey About the Audit 


Objective 


Our overall objective was to assess Transport Canada’s management and administration of airport transfers 
since 1992, its oversight of the National Airports System as a whole and its performance as landlord of airport 
facilities. 


Scope 


Our audit focussed on Transport Canada’s responsibilities relating to the National Airports System. We 
carried out our audit in the context of eight of the largest airports: Victoria, Vancouver, Edmonton, Calgary, 
Toronto, Ottawa, Montreal (Dorval and Mirabel) and Moncton. All are part of the National Airports System, 
representing 85 percent of its traffic in 1998 and just about all of Transport Canada’s lease revenues. While 
we looked at aspects of negotiated lease arrangements for each of the NAS transfers in our sample, we do not 
provide any assurance or opinion on the overall quality and effectiveness of any one lease. 


The following areas were excluded from the scope of our audit: 


¢ Transport Canada’s current negotiations of transfer agreements to complete the transfer of NAS airports; 
° the transfer of non-NAS airports to territories, provinces, municipalities or private interests; 

* Transport Canada’s management of the Airport Capital Assistance Program; 

° the performance and effectiveness of the boards of directors of individual authorities; 

* the decision to cancel the transfer of Lester B. Pearson International Airport; 

° the safety and security aspects of airport operations; and 


¢* the management and administration of the first round of airport transfers. 


Criteria 


We expected to find the following: 


Policy. Decisions regarding airport transfers and the management of the National Airports System would be 
guided by clear policies, protect the interests of the taxpayers, and information presented to decision makers 
would be accurate, relevant, timely and complete. 


* Policies with respect to airport transfers and the management of the National Airports System would be 
updated as and when required for currency and completeness. 


* Transport Canada’s roles and responsibilities in and for the National Airports System would be clearly 
defined and appropriate governance and accountability would be in place, including mechanisms for 
reporting back to decision makers on related performance. 
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Implementation. Agreements entered into with airport authorities would reflect government directives and 
facilitate the effective discharge of Transport Canada’s landlord responsibilities. 


Sound management practices would be followed in the management and administration of agreements 
with Authorities and for the National Airports System as a whole. 


Transport Canada would keep abreast of emerging issues to ensure that Crown assets were protected and 


taxpayers’ interests appropriately safeguarded. 


Reporting. Transport Canada would appropriately monitor, evaluate and report to decision makers and 
Parliament on the results and impacts of airport transfers, the functionality of the National Airports System 
and the management of leased facilities. 


Audit Team 


For information, please contact Basia Gadomski Ruta. 


Assistant Auditor General: Shahid Minto 
Principal: Basia Gadomski Ruta 
Director: Régent Chouinard 
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The audit work reported in this chapter was conducted in accordance with the legislative 
mandate, policies and practices of the Office of the Auditor General. These policies and 
practices embrace the standards recommended by the Canadian Institute of Chartered 
Accountants. The numbered paragraphs in bold face represent recommendations. 
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Main Points 


11.1 Our audit examined four of the grant and contribution programs included by Human Resources 
Development Canada (HRDC) in its 1999 internal audit. We concluded that there were widespread deficiencies in 
the management control frameworks of all four programs. Our findings, which covered the period to December 
1999, confirmed — and extended — those of the Department’s 1999 internal audit. Among other things, we found 
breaches of authority, payments made improperly, very limited monitoring of finances and activities, and 
approvals not based on established processes. 


11.2 The results that projects were to achieve were often not defined in terms that could be measured. Even 
when they were (as in the case of Youth Internship Canada), results were not measured systematically to provide 
managers with feedback for making necessary improvements and to provide a basis for accountability. Some 
evaluation of these programs had been done. The evaluations of the Sectoral Partnerships Initiative and 
Transitional Jobs Fund resulted in some program changes. However, we could not support the Department‘s 
findings on the effectiveness of the Transitional Jobs Fund. 


113 The Department’s review of 37 “problem files” identified by its internal audit for further follow-up 
established few cases where money could be recovered from project sponsors, because most payment errors 
resulted from inappropriate practices by departmental staff. Many of these practices are not acceptable — 
proceeding without required approvals, relying on oral contracts and paying for ineligible expenses, for example. 
Reporting by HRDC on the results of the review focussed on overpayments and provided little information on the 
problems found. 


11.4 Current management is committed to addressing the serious weaknesses in the management control 
framework in the period up to December 1999 that our audit and the 1999 internal audit identified. HRDC has 
corrective action planned and being implemented in response to the problems identified in its 1999 internal audit. 
The actions and plans also address the deficiencies we found in our audit. 


rr The Department has made good progress toward meeting the commitments in its Six-Point Action Plan 
announced in February 2000. Management is enhancing the tools and the support available to staff to improve 
their ability to do their jobs. Work is also proceeding on additional initiatives that expand or complement the 
original action plan. 


11.6 HRDC management will need to sustain its efforts and attention if it is to achieve the broad-based 
systemic change the action plans envision. Beyond the immediate corrective steps the Department has taken, it 
needs to make today’s extraordinary effort tomorrow’s routine and fundamentally change its day-to-day approach 
to the delivery of grants and contributions. Management and staff of the Department need to continue the current 
focus on the fundamentals of control. Minimum standards of control must be in place for all projects. However, 
time and effort needed to review and assess proposals, monitor progress, assess performance, and evaluate results 
should vary with the amount of federal funding involved and the risks associated with the project. 


11.7 HRDC has established an innovative system of tracking performance — one that allows for tracking 
improvements in the management and administration of grants and contributions. Ongoing performance tracking 
and internal audit are essential tools for assessing improvements in the management control framework. 
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Background and other observations 


11.8 HRDC spent about $3 billion in 1999-2000 on grants and contributions for programs such as job creation 
and youth employment, as well as for employment benefits and support measures. We examined in detail four of 
about 40 grant and contribution programs run by HRDC: the Transitional Jobs Fund and its successor the Canada 
Jobs Fund, Youth Internship Canada, Social Development Partnerships and the Sectoral Partnerships Initiative. 


11.9 HRDC’s problems in managing grants and contributions worsened in the 1990s; audits in the late 1990s 
show the persistence of problems identified in the past. An internal audit in 1991 and its follow-up in 1994 led to 
little corrective action. Management’s priorities then were to implement major policy initiatives and improve 
service; there was not enough emphasis on maintaining essential controls while red tape was being reduced and 
service improved. 


11.10 |More work is required to determine the resources needed to deliver grant and contribution programs. The 
Department’s corrective actions and plans are designed to strengthen capacity by providing staff with appropriate 
support, training, tools and systems. HRDC is also taking steps to bring in new staff at appropriate levels. It plans 
to analyze workload to ensure that it has adequate resources in place. 


11.11 The programs we audited had made available general information about their existence. For the most 
part, the promotion of these programs was passive and, in the case of some programs delivered at the local level, 
varied significantly among regions and local offices. Information was not always provided in a way that would 
promote equal access to the programs. 


The chapter includes the Department’s general response and its responses to specific recommendations. 


HRDC has responded positively to our findings and recommendations and affirmed that it will continue to 
sustain the progress shown to date in meeting the commitments of the Action Plan and related initiatives. 
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Introduction 


Grants and contributions are among the 
means used by government to pursue 
policy objectives 


11.12. The government has many ways 
to pursue public policy objectives, 
including legislation and regulation, 
information and advice, and transfer 
payments to individuals, organizations and 
other levels of government. Transfer 
payments to individuals and to 
organizations are generally made as grants 
or as contributions. 


11.13 Contributions differ from grants 
in the requirements imposed on 
departments and recipients. Grants are 
unconditional payments. If an individual 
or organization meets the eligibility 
criteria for a grant, the appropriate 
payment can be made without requiring 
the recipient to meet any other conditions. 
In contrast, contributions are transfer 
payments that are subject to performance 
conditions specified in a contribution 
agreement. The recipient must continue to 
show that it is meeting the performance 
conditions in order to be reimbursed for 
specific costs over the life of the 
agreement. The government can audit the 
recipients’ use of contributions, whereas 
audit is not a requirement for grants. 
Because they require less accountability, 
grants need to be reserved for only those 
situations where it is demonstrably 
appropriate for transfers to be 
unconditional. 


11.14 Programs that provide for grants 
or contributions may involve statutory or 
voted expenditures. Statutory expenditures 
are those that have been given continuing 
authority by Acts of the current or a 
previous Parliament and therefore do not 
require annual parliamentary approval. 
Voted expenditures are those for which 
parliamentary authority is sought through 
an annual Appropriation Act. 
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11.15 Human Resources Development 
Canada (HRDC) administered roughly 
$60 billion in 1999-2000 — the bulk of it 
on transfer payments. Most took the form 
of statutory grants such as Canada Pension 
Plan benefits, Old Age Security and 
Guaranteed Income Supplement payments 
under the Old Age Security Act, and 
Employment Insurance benefits under the 
Employment Insurance Act. HRDC spent 
about $3 billion on voted grants and 
contributions for programs such as job 
creation and youth employment, as well as 
for employment benefits and support 
measures authorized under Part II of the 
Employment Insurance Act. Exhibit 11.1 
describes the Department’s core service 


HRDC spent about 

$3 billion on grants 
and contributions in 
1999-2000 for 
programs such as job 
creation and youth 
employment, as well 


lines and budgeted resources for 2000-01. as for employment 
Persistent shortcomings across benefits and support 
government in managing grant and measures. 


contribution programs 


11.16 Our audits in various departments 
over more than two decades have 
identified persistent shortcomings in the 
management of discretionary grant and 
contribution programs. These 
shortcomings have ranged from problems 
of non-compliance with program and 
legislative authorities to weaknesses in 
program design, poor financial and 
management controls, and deficiencies in 
measuring and reporting results. 


11.17. HRDC was created in 1993 from 
all or major parts of five departments. 
Included were the employment programs 
of the Canada Employment and 
Immigration Commission, providing the 
basis of a Canada-wide structure for 
delivery of the new department’s 
programs. Many of HRDC’s current grant 
and contribution programs evolved from 
programming related to employment and 
the labour market. In our previous audits 
of Employment and Immigration Canada 
and HRDC, we found many of the 
shortcomings identified recently in the 
management of grants and contributions. 
For example: 

* In 1983, our audit of Employment 
and Immigration Canada concluded that 
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Exhibit 11.1 


while job creation projects were selected 
in accordance with program objectives 
and criteria, inadequate monitoring posed 
a risk that payments would be made that 
were not allowable under the contribution 
agreements. 


* Our 1986 audit of two employment 
creation programs concluded that one of 
the programs had sidestepped normal 
administrative procedures. Further, there 
were few measures to ensure that project 
and program objectives would be 
achieved. Rather than public servants, it 
was ministers and members of the House 
of Commons who played the dominant 
role in seeking out applications and 
selecting projects. The other program was 
better designed, but the audit showed that 
in many cases funding for projects or 
enterprises had been approved based on 
unrealistic assessments of their continuing 
viability. Moreover, not enough attention 


HRDC Core Service Lines and Budgeted Resources 2000-2001 


had been paid to creating the permanent 
jobs that the program’s objectives called 
for. 


* The 1992 Report of the Auditor 
General noted that vague project 
objectives in a variety of employment- 
related programs, coupled with 
imprecisely defined needs and priorities of 
the local labour market, prevented 
Employment and Immigration Canada 
from selecting projects on the basis of 
merit. Further, the Department did not 
respect its own minimum requirements for 
financial and activity monitoring. 


¢ Our 1999 report on the components 
of The Atlantic Groundfish Strategy 
(TAGS) that were managed by HRDC 
relied on work done by the Department’s 
Internal Audit Bureau. Based on its work, 
we could provide little assurance that all 


Resources 
Financial 
__ Core Service Lines ($ millions) FTEs* To provide Canadians with 
Income Security 44,090 3,587 Sustainable Income Security Programs for seniors; persons with 
disabilities and their children; survivors; and migrants. 
Employment Insurance Income 10,117 7,623 Temporary income support to eligible unemployed workers, or 
| Benefits individuals who are out of the workplace due to maternity or 
parental responsibilities or as a result of illness. 
Confidence in the financial integrity of the Employment 
Insurance Program. 
Human Resources Investment 5,328 3,379 Effective and efficient labour market. 
Labour 7 ; 160 673 Safe, fair, stable and productive workplaces. 
Corporate Services and Service 628 5,406 A departmental infrastructure to achieve effective and efficient 
Delivery Support services. 
Prompt collection of moneys due to the Crown. 
Sound administration and financial management of grants and 
contributions. 
lees = a 
_ Total 60,323 20,668 


Source: Report on Plans and Priorities, HRDC, 2000-2001 Estimates Part III 


* Pull-time-equivalent 
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contributions made under TAGS had been 
used for their intended purposes. 


11.18 In addition to our audits, internal 
audits by HRDC and Employment and 
Immigration Canada have pointed to 
significant deficiencies in the 
management of grant and contribution 
programs: 


* A 1991 audit by Employment and 
Immigration Canada documented 
significant problems with controls, 
monitoring, and financial practices. The 
auditors noted, “There is no doubt that a 
persistent situation of weak controls will 
increase the probability of ... 
mismanagement resulting from 
negligence, abuse and even fraud.” 


+ A follow-up in 1994 found that 
important recommendations in the 1991 
internal audit report had not been 
implemented, in whole or in part. Control 
and monitoring continued to be neglected, 
even in complex, high-value projects. 


* In 1998, HRDC’s Internal Audit 
Bureau conducted an audit of grants and 
contributions under The Atlantic 
Groundfish Strategy. The audit identified 
major weaknesses in all aspects of the 
project life cycle. A review of project files 
found serious deficiencies in the 
management, monitoring and control of 
contribution agreements. 


+ Inits 1999 audit of grants and 
contributions, the Internal Audit Bureau 
examined 459 project files from a wide 
range of HRDC’s grant and contribution 
programs. The audit reported systemic 
shortcomings in the Department’s 
management of grants and contributions, 
including numerous weaknesses in 
control. 


HRDC’s problems in managing grant 
and contribution programs worsened in 
the 1990s 


11.19 The management of grants and 
contributions requires attention to 
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program design, appropriate tools and 
training for staff, and staff in adequate 
numbers to deliver the programs. Senior 
management and central agencies of the 
government need to ensure that there is 
appropriate capacity in place to deal with 
these programs’ policy aspects, 
operations, and financial management and 
control — as well as appropriate 
accountability. 


11.20 = As early as the 1980s, our audits 
identified problems in the management of 
grants and contributions. We noted 
weaknesses in the design of specific 
programs and in the management of some 
stages in a project’s life cycle — for 
example, insufficient priority placed on 
control and monitoring. Early audits of 
employment-related grant and 
contribution programs noted the need to 
ensure that trained staff were sufficient to 
deliver programs and the need for balance 
between providing service in communities 
and having in place proper controls and 
accountability. 


11.21. ‘The results of internal audits and 
our own work show that problems of 
capacity had become more serious 
because of many factors, including the 
priority given to other policy issues, 
reorganizations and downsizing, as well as 
the view that controls were of lesser 
importance. Audits in the late 1990s not 
only demonstrated the persistence of past 
problems but also identified systemic 
problems across the Department’s grant 
and contribution programs and throughout 
the life cycle of projects. 


The Department’s emphasis was on 
service more than control 


11.22 Following the creation of HRDC 
in 1993, management attention was 
focussed on creating the new department, 
managing Program Review, and reviewing 
many major programs under the 
Department’s responsibility — for 
example, Employment Insurance and the 
Canada Pension Plan. 


The results of internal 


audits and our own 
work show that 
problems of capaci 
had become more 
serious. 
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As part of major 
cutbacks, internal 
audit resources were 
reduced. 


11.23 The Department went through 
several management changes followed by 
cutbacks and downsizing as part of 
Program Review, and some of its 
responsibilities were transferred to 
provinces through Labour Market 
Development Agreements. The emphasis 
among staff at all levels was on improving 
service. In April 2000 we reported on our 
audit of HRDC’s service quality at the 
local level, noting that the Department 
had taken several initiatives to improve 
service to clients, including putting in 
place a new service delivery network. 


11.24 During the mid- to late 1990s, the 
Department emphasized the importance of 
cutting red tape, empowering front-line 
staff, and increasing the delegation of 
authority, through its “Breaking the 
Barriers” initiatives. Other related 
corporate initiatives included developing a 
“Results-Based Accountability 
Framework” and programs to support 
staff. In contrast, the Department placed 
little emphasis on the importance of 
maintaining key financial and 
management controls. Appropriate 
controls and monitoring by management 
must accompany the effective 
empowerment of front-line staff. 


11.25 As part of the major cutbacks that 
started in 1995, post-audit, a function to 
verify payments, was greatly reduced 
across the Department. The 1994 internal 
audit report had credited post-audit with 
the Department’s only consistent 
monitoring of grants and contributions. 
Operational reviews were also cut. In 
addition, internal audit resources were 
reduced from 54 full-time-equivalent staff 
in 1994-95 to 33 in 1999-2000. Control 
points were eliminated without adequately 
considering the risks and the impact on 
the integrity of departmental controls. 
Downsizing and the devolution of 
programs and services to the provinces 
and to other organizations also led to a 
loss of corporate memory, experience and 
capacity — especially at the local level. 
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11.26 In an environment that 
emphasized service rather than basic 
controls, the Transitional Jobs Fund was 
introduced. Although this program 
required a new set of assessment skills, it 
was implemented without any allocation 
of new resources for its administration and 
delivery. This reinforced the relatively low 
priority given to administration. HRDC 
began to focus on its internal controls and 
risk management practices toward the end 
of the 1990s, with the introduction of 
initiatives related to modernizing 
comptrollership. 


Strong public and parliamentary 
interest in the Department’s 1999 
internal audit 


11.27 The release of the latest internal 
audit report in January 2000 generated 
strong interest from the public and 
Parliament. The findings resulted in many 
questions about the sampled programs, 
including whether funds had been spent 
properly and desired results had been 
achieved — particularly in the 
Transitional Jobs Fund and Canada Jobs 
Fund programs. In response to the audit 
findings and public concern, the 
Department released a Six-Point Action 
Plan. This led to further questions about 
whether the actions proposed in the plan 
could be expected to correct the 
deficiencies the audit had identified. 


11.28 The Standing Committee on 
Human Resources Development and the 
Status of Persons with Disabilities 
undertook a study of the Department’s 
management of grants and contributions. 
After a series of hearings and many 
witnesses, the Committee issued a final 
report in June 2000. It made 30 
recommendations and requested a 
comprehensive response from the 
government by 20 September 2000. 


11.29 The Committee specifically 
recommended that the Auditor General 
provide guidance in his next report “on 
ways to balance efficiency and flexibility 
in terms of program delivery and the need 
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for sound financial management.” As the 
Committee observed, maintaining a 
balance of efficiency, flexibility and sound 
financial management is a significant 
challenge to public service managers. 


11.30 On 22 June 2000 the government 
announced that the Canada Jobs Fund 
program would be discontinued, although 
HRDC would process applications it had 
already received and would manage any 
ongoing projects to their completion. The 
freed-up funds are to be allocated to the 
regional economic development agencies. 


Focus of the audit 


11.31 In response to a recommendation 
by the Standing Committee on Public 
Accounts, on 8 June 1999 we advised the 
Chair of the Committee that we would 
undertake a broad-scoped audit of the 
management of grant and contribution 
programs across government. We 
committed at that time to auditing a 
number of specific grant and contribution 
programs, including programs 
administered by HRDC. When the 
Department released the 1999 internal 
audit report and announced steps it would 
take to correct identified shortcomings, we 
expanded the scope of our audit in that 
Department to include an assessment of its 
progress in implementing corrective 
action. 


11.32 The objectives of our audit were 
to determine: 


* the extent to which reliance can be 
placed on HRDC’s 1999 internal audit and 
its performance tracking system; 


+ the Department’s progress in 
implementing its corrective action plan; 


* the adequacy of the management 
control framework for selected grant and 
contribution programs; 


* how HRDC has measured and 
reported the results achieved by selected 
grant and contribution programs; and 
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* the Department’s compliance with 
financial authorities such as the Financial 
Administration Act and Treasury Board 
policies. 


11.33 Our audit examined four 
programs from the cross-section of 
programs covered in the Department’s 
1999 internal audit. Three of the four were 
selected because they represented a range 
of expenditures, administration both by 
headquarters and the regions, grants as 
well as contributions, and varying degrees 
of familiarity to the public. The three 
programs were the Transitional Jobs Fund 
(budget of $300 million over three years 
to 31 March 1999) and its replacement 
program, the Canada Jobs Fund 
(1999-2000 budget of $110 million), the 
Youth Internship Canada Program 
(1998-99 budget of $105.7 million) and 
the Social Development Partnerships 
Program (1998-99 budget of 

$14.4 million). We invited HRDC to 
suggest a fourth program for our audit and 
it identified the headquarters-administered 
Sectoral Partnerships Initiative (1998-99 


budget of $30.4 million). Our audit of four 


11.34 Our audit of these four programs pregiains built on the 
built on the Department’s internal audit Department’s internal 
and extended to questions that the internal : 

audit had not covered. We assessed not audit and extended to 
only the quality and quantity of questions that the 
documentation in the files but also the internal audit had not 
management of individual projects, issues 

of program design, and the measurement covered. 

of project and program results. Moreover, 

we selected statistical samples of projects 

from each program in such a way that we 

would be able, from our review of project 

files, to project our findings to the 

program as a whole. 


11.35 ‘In addition, our audit assessed the 
adequacy of corrective actions taken by 
HRDC in response to its internal audit 
findings, including the progress it has 
made and reported. Given that our audit of 
four programs covered a broader range of 
issues than the internal audit had 
examined, we were particularly concerned 
to assess whether the Department’s 
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Six-Point Action Plan and other initiatives our detailed audit findings on the four 
would adequately address the deficiencies programs we examined are in Part II. 
we identified. Further details on our audit criteria and 
11.36 Our audit findings on the Action —_— approach are presented at the end of this 
Plan are reported in Part I of the chapter; chapter in About the Audit. 
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Part |— Observations and 
Recommendations 


Internal Audit Is a Fundamental 
Tool for Management 


11.37. In 1996 we reported that the 
government was going through a period of 
tremendous change; departments were 
being streamlined and restructured in an 
effort to reduce the administrative cost of 
government while maintaining or 
improving the delivery of programs to 
Canadians. We stressed the importance of 
effective internal audit in such an 
environment to help ensure that 
departmental programs and operations 
were properly managed. 


11.38 Internal audit is responsible for 
providing senior management with sound 
information and advice on the adequacy of 
the organization’s internal control systems 
and on how well they are performing. We 
expect internal audit to provide risk-based 
selective coverage of critical areas in a 
department and to report the findings for 
senior management’s consideration. We 
expect senior management to direct 
corrective actions and subsequently to 
follow up on them. 


Past internal audits led to little 
corrective action 


11.39 As we would expect, in 1991 and 
again in a 1994 follow-up, internal audit 
advised senior management of internal 
control weaknesses in the management of 
grants and contributions. As part of its 
subsequent assessment of control risks in 
HRDC, internal audit identified the 
management of grants and contributions 
as an area of continuing risk; it followed 
up with further audit work in 1998 and 
again in 1999, 


11.40 Employment and Immigration 
Canada formed working groups to address 
the specific recommendations arising from 
the 1991 internal audit. However, the 
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efforts of the working groups led to little 
tangible progress at the local level. The 
1994 follow-up report was particularly 
critical, noting specifically that the 
recommendations made in 1991 had not 
been addressed, in whole or in part. We 
were unable to find evidence that senior 
management took action to address the 
findings of the follow-up. 


11.41 The Internal Audit Bureau’s plans 
for 1998 defined the management of 
grants and contributions as a high-risk 
area, and the Department approved an 
internal audit of a range of grant and 
contribution programs. In early 1999, 
management received the report on the 
audit of The Atlantic Groundfish Strategy, 
which identified continuing problems in 
the management of that contribution 
program. However, it waited for evidence 
from the broader audit before taking major 
corrective action. The 1999 internal audit 
of grant and contribution programs 
demonstrated that there were serious and 
systemic problems in urgent need of 
corrective action. 


11.42 The work of internal audit at 
HRDC has demonstrated its important role 
in providing management with assurance 
about whether control frameworks are 
effective and operating as designed. It is 
vitally important that management ensure 
the continuation of a strong internal audit 
group that adheres to professional 


It is vitally important 
that management 
ensure the 
continuation of a 
strong internal audit 


standards. In addition, however, Jide that adheres to 
management needs to consider the results —_ professional 
of internal audits and ensure that standards. 


appropriate corrective action is taken. 
The 1999 Internal Audit 


Strong evidence of serious and 
widespread problems 


11.43 The Internal Audit Bureau based 
its work on a sample of 459 project files 
drawn from some 40 grant and 
contribution programs in seven general 
areas (for example, labour market 
programs and youth employment 
programs). According to the Department, 
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HRDC management 
acknowledged the 
range and the 
seriousness of the 


identified deficiencies. 
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these files represented approximately 
$234 million in grants and contributions. 
The findings of the internal audit were 
based on a review of the documentation in 
the files, visits to selected recipients in all 
regions, and analysis of HRDC’s corporate 
data. 


11.44 The Department told us that the 
sample of 459 project files included 

38 files erroneously drawn from outside 
the intended audit population. We 
concluded that this error in sampling was 
not material to the findings of the internal 
audit. The sampling methodology used by 
the Bureau was not designed (and cannot 
be used) to project the audit results 
quantitatively to the full audit universe or 
to any of its component programs. In other 
words, the quantitative results reported by 
the internal audit, such as dollars at risk or 
numbers of projects where specific 
controls were not working, apply only to 
the 459 projects it reviewed. 


11.45 Although we did not assess in 
detail the audit work on individual files, 
we reviewed the methodology of the 
audit. In our view, the internal audit 
provided strong evidence of serious and 
widespread problems in HRDC’s systems 
and practices for managing grants and 
contributions. In the files it reviewed, the 
internal audit found: 


* inadequate project selection and 
approval processes — for example, 
missing or incomplete documentation in 
files and failure to carry out certain 


consultation or verification activities; 


* contribution agreements that did not 
provide an adequate basis for both parties 
to exercise their rights and responsibilities 
or for effective financial and operational 
monitoring by HRDC; 


* inadequate monitoring of projects; 
and 


* unacceptable financial management 
practices — for example, ineffective 
controls over disbursements, inappropriate 


coding of transactions, lack of supporting 
evidence to justify expenses claimed, and 
lack of compliance with policies on 
advance payments. 


11.46 Management at HRDC accepted 
the findings of the internal audit. Its initial 
response, included in the internal audit 
report, acknowledged the range and the 
seriousness of the identified deficiencies. 
It also noted that the lessons learned from 
the audit had been integrated into a 
comprehensive action plan for grants and 
contributions. As part of the plan, each of 
HRDC’s branches, regions and program 
areas was to develop its own action plan. 
In addition, a performance tracking group 
was established to undertake enhanced 
monitoring and audits so that senior 
management could receive ongoing 
assurance about the management of grants 
and contributions. 


11.47. When the internal audit report 
was released to the public and questions 
were raised in Parliament about the 
adequacy of management’s response, a 
new, centrally developed action plan with 
six main areas of action was announced. 
The plan included withholding all 
payments of grants and contributions by 
the Department until it could be assured 
that key control requirements had been 
met. The Six-Point Action Plan was more 
specific on steps to be taken, timelines, 
and responsibilities. 


Our Audit of Four Programs 


We expected to find all projects 
managed to certain minimum standards 


11.48 = In our audit of four programs we 
selected projects that, with few 
exceptions, had been completed on or 
before 31 December 1999. This meant 
that the time period we covered 
overlapped the period covered by the 1999 
internal audit. Our findings apply to 
approximately $570 million in grant and 
contribution expenditures in the four 
audited programs. We audited completed 
projects so that we could examine the full 
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project life cycle and make an 
independent assessment of the nature and 
extent of problems that the Department’s 
corrective action needed to address. 


11.49 Our assessments took into 
account the significant differences in the 
size and complexity of projects and in the 
risks associated with them. We did not 
expect to find the same effort and 
attention devoted to managing small and 
simple projects as to managing larger and 
more complex projects, where financial 
and performance risks are inevitably 
greater. However, we did expect to find all 
projects managed to certain minimum 
standards, including: 


* requests for funding from 
prospective recipients that indicated how 
much they were seeking from HRDC, 
what they intended to do with the funds 
and what results they planned to achieve; 


* defensible and transparent 
application of project eligibility and 
selection criteria in recommending 
projects for approval; 


* approvals by appropriate authorities 
of the funding to be provided; 


* signed contribution agreements that 
set out clearly the terms and conditions of 
the funding and provided a basis for each 
party to exercise its responsibilities; 


* effective financial controls, including 
compliance with relevant authorities and 
financial monitoring of projects; 


+ adherence to the terms and 
conditions of the agreement, with formal 
changes to them if required; and 


* monitoring of project activities and 
results to provide a basis for learning as 
well as for accountability. 


11.50 In our view, observing these 
standards in managing projects is not 
optional. However, we did expect that 
attention to them would vary significantly, 
depending on the circumstances. For 
example, a simple letter from a 
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prospective recipient might be fully 
adequate as an application for a 
straightforward project that involves a 
small contribution, whereas an application 
for a large, complex project would require 
a detailed proposal. 


11.51 Our expectations for the 
management of grants and contributions 
are consistent with the Treasury Board’s 
recently revised Policy on Transfer 
Payments. The revised policy consolidated 
a number of existing policies and provided 
greater clarity on issues of financial 
management and control and on the 
delivery of programs by third parties. The 
Treasury Board policy in effect during the 
period covered by our audit was less clear. 


Our audit confirmed and extended the 
findings of the 1999 internal audit 


11.52 Our audit of four programs 
confirmed and extended the findings of 
the 1999 internal audit. We found a 
widespread lack of due regard to probity 
in spending public funds and to achieving 
desired results. Several practices in the 
four programs we examined were 
unacceptable. These included lack of 
adherence to program terms and 
conditions, inadequate project selection 
processes, breaches of authority, payments 
made improperly, and inadequate 
monitoring. 


11.53. We were particularly concerned 
about the pervasiveness of the deficiencies 
we found. Although the specifics varied 
across programs, our audit showed serious 
problems in all key areas of all four 
programs we audited. 


11.54 In 81 of the files we reviewed, 
we found information that raised questions 
about the appropriateness of some 
payments. We provided this information 
to the Department. It initiated a review of 
all these cases to determine whether 
overpayments had been made. At the time 
we completed our audit report, the 
Department had completed its review of 
most of these cases, and had identified 
some overpayments. In a small number of 
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We expected that 
attention to standards 
in managing projects 
would vary 
significantly, 
depending on the 
circumstances. 


For projects prior to 
January 2000, we 
found a widespread 
lack of due regard to 
probity in spending 
public funds and to 
achieving desired 
results. 
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In response to the 
findings of its internal 
audit, in February 2000 
the Department put in 
place a Six-Point 
Action Plan. 


Exhibit 11.2 


The Six-Point Action Plan 


Source: Human Resources 
Development Canada 


cases, the Department had not completed 
its review. 


11.55 In addition to auditing the 
management of individual grant or 
contribution projects, we examined other 
aspects of the four programs. We expected 
each program to have the following: 


* arationale for the choice of funding 
instrument (grant or contribution); 


« clear and measurable program 
objectives; 


- clearly defined criteria for project 
eligibility and selection, consistent with 
program objectives; 


* capacity to deliver the program, 
including resources and clearly defined 
procedures, roles and responsibilities; 


* open and effective communication to 
make potential applicants aware of the 
program; and 


* measurement and reporting of 
program results. 


11.56 We found several weaknesses in 
the design of the four programs we 
audited and in the measurement and 
reporting of program results. Part II of this 
chapter provides more detailed 
information on the four programs and 
what we found. 


Progress in Implementing the 
Action Plan 


The Six-Point Action Plan 


11.57 In response to the findings of its 
internal audit, in February 2000 the 
Department put in place a Six-Point 
Action Plan, designed to strengthen the 
administration of grants and contributions 
and to rectify the problems identified by 
the audit. Exhibit 11.2 provides an 
overview of the Action Plan. 


11.58 Ina letter dated 7 February 2000, 
the Auditor General indicated that in his 
opinion the proposed Action Plan 
represented a thorough approach to 
corrective action on the more immediate 
control problems identified by the internal 
audit. The letter also noted that the Plan 
included some longer-term actions that 
strengthened the approach. In the current 
audit, we assessed the Department’s 
progress in implementing the Six-Point 
Action Plan. We also looked at whether 
the Plan and other initiatives of the 
Department and the government would 
address our findings on the four programs 
we audited. 


Current management is committed to 
taking corrective action 


11.59 ‘In an effort to respond to the 
issues raised by the internal audit and the 


Areas of focus 


Short-term 
action 


Supporting 
action 


Longer-term 
action 


aD 
o 


| 1. Ensure that payments meet financial and 


program requirements. 


| 2. Check and correct problem files, including the 


37 identified by the audit as being of potential 
concern. 


| 3. Equip and support staff with the necessary tools, 


training and resources. 


4. Ensure that staff better understand their 
accountability for grants and contributions. 


nN 


. Get the best advice available. 


. Report progress regularly to public and staff. 


Vv 


Vv 
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questions raised in Parliament, HRDC 
committed significant management and 
staff resources to implementing the Action 
Plan. Specific milestones were set out, 
including a commitment to review all 
active files by 30 April 2000 for 
compliance with program and financial 
criteria, to implement regular performance 
tracking of grants and contributions 
starting in February 2000, and to report 
publicly on progress each quarter, starting 
in May 2000. The Department created a 
Grants and Contributions Co-ordinating 
Team, headed by the Senior Assistant 
Deputy Minister, to lead the 
implementation of the Action Plan. The 
team comprises national, regional and 
local representatives. 


11.60 Developing and implementing 
the Action Plan required a significant 
amount of time and the commitment of 
HRDC management and staff. For 
example, project officers for the Canada 
Jobs Fund told us that meeting the 
commitments to review and revise 
existing project files meant putting 
applications on hold until the file review 
was over. The extended wait for approval 
caused enough problems for some project 
proponents that they withdrew their 
applications. 


Commitments in the Action Plan are 
being met 


11.61 The Department has generally 
respected the timetable it provided. It has 
made progress in improving and tracking 
the extent to which payments meet 
financial and program requirements. 
Problem files have been checked and 
corrected. Management has 
communicated regularly with staff and has 
provided public reports on progress. 


11.62 A number of the longer-term 
actions in the Plan are under way, such as 
providing staff with the necessary training 
and tools and ensuring accountability for 
results. An independent review by a 
consulting firm also concluded, “HRDC 
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has made significant progress in 
implementing the Six-Point Action Plan.” 


Performance Tracking Directorate is 
established and operational 


11.63 Inresponse to a draft of the 
internal audit report, in November 1999 
HRDC established a Performance 
Tracking Directorate, originally as part of 
the Internal Audit Bureau. In May 2000 
the Directorate was transferred to the 
Director General, Accounting Operations. 
With a staff of 23 and a budget of 

$2.7 million, the Directorate has become 
an important means for continuous 
monitoring of the extent and impact of 
corrective action. 


11.64 The Performance Tracking 
Directorate is designed to act as a quality 
control by measuring improvement in the 
administration of grants and contributions. 


We reviewed the sampling methodology If properly 

used by the Directorate to draw a national implemented. the 
sample of files for review, and we found p d 

that it was sound. Performance Tracking 
11.65  Giventhat a major component of — Directorate’s work 


the Action Plan’s first step was the 
tracking of performance, regular 
monitoring carried out by the Performance 
Tracking Directorate represents good 
progress. If properly implemented, it 
should give management an ongoing 
measure of performance in the 


should give 
management an 
ongoing measure of 
performance in the 


management and control of grants and management and 
contributions. control of grants and 
contributions. 


The Department reviewed all 17,000 
active files 


11.66 The Department committed itself 
to reviewing all active files to ensure that 
payments meet program and financial 
criteria, and it committed to taking any 
corrective action required. Headquarters 
and some regions developed checklists for 
use by staff in reviewing active files. Our 
assessment indicates that the direction the 
Department provided to staff on how to 
deal with active files complies with the 
requirements of the Financial 
Administration Act and with the Treasury 
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There is a higher 
likelihood of finding 
overpayments in 
closed files than active 
files, as our audit of 
four programs 
showed. 


Exhibit 11.3 


Five Essential Criteria 
for Payments 


Source: Human Resources 
Development Canada 


Board’s Policy on Transfer Payments. In 
addition, the checklists covered the major 
areas of concern our audit identified. 
However, we did not assess how well the 
checklists were applied. Based on a 
review of a non-representative sample of 
76 files, management concluded that 
directives had been adequately 
implemented. 


11.67. The Department concluded its 
review of 17,000 active files on 

30 April 2000, as scheduled, and 
presented the results in a May 2000 
progress report on the Action Plan. The 
Department reported that 16 files needed 
adjustments in amounts that exceeded 

25 percent of the contribution agreement 
value, and that six overpayments totalling 
$3,229 had been identified. 


11.68 It is not surprising that the review 
found so few overpayments. Only active 
files were reviewed and since, by 
definition, active files can still be 
adjusted, the review could not be expected 
to identify many overpayments. There is a 
higher likelihood of finding overpayments 
in closed files, as our audit of four 
programs showed. 


The Department has started to report 
on progress 


11.69 The Department’s May 2000 
progress report on the Action Plan 
indicated that the Performance Tracking 
Directorate had examined a sample of 


| 1. Asigned contribution agreement that meets 


the Treasury Board’s terms and conditions 
for the program. 


ine) 


. The delegated financial signing authorities 
sign the agreement and approve payments. 


3. The Treasury Board’s policy and guidelines 
for advance payments followed. 


| 4. Claim forms and supporting documentation 


received from sponsors/payees. 


| 5. Expense claims reviewed and certified to be 


allowable under the contribution agreement 
and the program’s terms and conditions. 
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76 files to confirm that the review of 
active files was being carried out properly. 
According to the report, the examination 
showed that all files had been reviewed in 
response to HRDC’s national directive, 
and that all payments made after 

20 January 2000 met the five essential 
financial criteria outlined in the directive 
(see Exhibit 11.3). These criteria are 
consistent with the Financial 
Administration Act and Treasury Board 
policy provisions that require certification 
by authorized officials of eligibility or 
entitlement to payment. 


11.70 The report concluded that the 
directives on reviewing active files issued 
under the Six-Point Action Plan had been 
implemented adequately and were having 
a positive impact on the management and 
administration of grants and contributions. 
We note, however, that HRDC’s review of 
76 sampled files was not sufficient to 
determine whether all 17,000 active files 
fully met program requirements and file 
management standards. 


11.71 An August 2000 progress report 
by the Performance Tracking Directorate 
indicated that the administration of active 
files has shown a substantial improvement 
over the findings of the internal audit. It 
indicated that in projects started between 
1 February and 31 March 2000, there was 
a high level of compliance with 
departmental directives and guidelines 
relating to project applications, 
contracting, recommendations and 
approvals. 


11.72 We looked at the methodology 
used to review the files for the August 
2000 progress report and found a much 
wider range of issues tracked than had 
been covered in the 1999 internal audit — 
a range that corresponds more closely to 
our audit of the four programs reported in 
Part II of this chapter. 


11.73 The August 2000 progress report 
was the first of four that the Directorate 

plans to prepare each year. Future reports 
will be able to provide a fuller assessment 
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of a project’s life cycle, including 
financial management. 


The Department identified 37 projects 
for further follow-up 


11.74 HRDC’s review of 37 projects 
flagged for further analysis and correction 
was a major item in the action step “to 
check and correct problem files.” The 
internal audit had identified 35 of the 
projects from the 459 projects it sampled; 
two others originated outside the audit 
sample. The purpose of the review was to 
complete the investigation where the 
initial audit work showed that financial 
rules might have been broken (for 
example, where overpayments may have 
occurred), as a basis for any necessary 
corrective action. 


11.75 Work began in December 1999, 
although most of it took place during 
February 2000. The review of the 

37 projects, fuelled by discussion in the 
media and in Parliament about the nature 
and extent of the problems associated with 
them, took on an importance well beyond 
what HRDC had foreseen when it first 
identified a need for additional work. The 
Department came under great pressure to 
conduct the follow-up review to a very 
high standard in a short time frame. 


11.76 The Department created a task 
force of senior officers from its Financial 
and Administrative Services Branch to 
assess the outcome of the review. The task 
force signed off on the results when the 
follow-up work was completed. The 
March 2000 report, published on the 
Internet and provided to the Standing 
Committee on Human Resources 
Development and the Status of Persons 
with Disabilities, showed accounting 
errors across fiscal years, adjustments 
needed to active files, and overpayments; 
it also provided, for each project, a 
summary of the other review outcomes. 
Our audit confirmed that the Department 
made adjustments and took steps to 
recover the overpayments. 
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The review illustrated poor 
administrative practices and their 
consequences 


11.77. The Department’s review 
confirmed that poor administrative 
practices made it difficult to audit 
payments and to determine whether there 
had been overpayments. Program staff 
often made informal arrangements with 
sponsors that were not reflected in formal 
amendments to written agreements. Some 
of these informal arrangements were 
documented; others were agreed to orally 
or even implicitly. Some of the 
arrangements were contrary to the 
conditions established in the written 
agreement or to departmental and 
Treasury Board policies. While not 
acceptable practice from a government 
perspective, these types of arrangements 
have legal standing. As well, the review 
found that some of the formal contribution 
agreements were poorly constructed. For 
example, key clauses were missing or 
ambiguous and negotiated rates, rather 
than actual costs, were used without a 
clear basis. This made it difficult to 
determine whether the negotiated rates 
included ineligible costs, particularly 
profits. 


11.78 Other departmental actions also 
affected the ability of reviewers to identify 
overpayments. For example, the 
Department allowed payments for 
expenses incurred outside the established 
funding period, through retroactive 
amendments to agreements that were 
already closed or through informal written 
or oral arrangements with the sponsor. 
Other examples of inappropriate practices 
included allowing expenses that were 
ineligible according to the contribution 
agreement or Treasury Board policy. As 
well, officers allowed sponsors to apply 
interest income earned from 
inappropriately large advances to increase 
the scope of project activities — but 
without a formal amendment to the 
agreement to increase the dollar value. 


The review of the 37 
projects took on an 
importance well 
beyond what HRDC 
had foreseen when it 
first identified a need 
for additional work. 
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Overpayments can be 
established only when 
the Department can 
show that the sponsor 
did not fulfil its 
obligations as 
specified in the 
contribution 
agreement. 


HRDC lost a valuable 
opportunity to provide 
concrete examples of 
the consequences of 
oral agreements, 
retroactive 
amendments to 
agreements, 
inappropriately large 
advances at year-end, 
allowing claims for 
ineligible expenses, 
poorly constructed 
agreements and other 
similar practices. 


11.79 Overpayments can be established 
only when the Department can show that 
the sponsor did not fulfil its obligations as 
specified in the contribution agreement. 
The review showed that the Departments 
officials had ignored or not complied with 
internal controls, including the terms and 
conditions of contribution agreements. 
Payments made in accordance with 
arrangements agreed to by HRDC officials 
cannot subsequently be established as 
overpayments. Such arrangements, no 
matter how ad hoc, become part of the 
Crown’s contractual obligations. 


11.80 Asa result, the Department’s 
review identified and reported as 
overpayments only those cases it 
considered attributable to the actions of a 
sponsor. HRDC reported that it had 
identified $226,369.51 in overpayments, 
out of the $33 million in payments made 
to the 37 projects. One project alone 
accounted for $220,000 of that amount. 


11.81 The Department’s work on each 
of the 37 projects called for a full review 
of financial claims in relation to the terms 
and conditions of the contribution 
agreement. We concluded that there were 
some inconsistencies in the approach 
taken to the review, which limited our 
assurance that all issues were identified in 
individual projects. For example, the 
extent and quality of supporting 
documentation and working papers was 
thorough in some cases but limited in 
others. Some reviews provided no 
indication that the project had been 


‘assessed for interest earned on advances. 


HRDC’s documentation indicated that in 
most cases all claims had been reviewed; 
but in a few large projects not all claims 
or expenses were tested. 


Reporting on 37 problem projects 
focussed on overpayments 


11.82 Parliamentarians and the media 
expressed a strong interest in the nature 


and extent of the problems in the 

37 reviewed projects. Public information 
provided on the review in March 2000 and 
in the May 2000 Progress Report on the 
Six-Point Action Plan focussed largely on 
the overpayments the Department had 
been able to identify. 


11.83. HRDC provided little public 
information on the nature of the 
administrative problems it found in the 
review of the 37 projects and on their 
consequences. The Department believed 
that the 1999 internal audit report had 
sufficiently covered the poor 
administrative practices found in the 
follow-up review of the 37 projects and 
that the Six-Point Action Plan had further 
addressed these deficiencies. It also 
believed that the major public concern 
with the 37 projects was whether or not 
overpayments had been made. 


11.84 The administrative problems in 
the 37 projects identified in the 
Department’s review confirmed and 
elaborated the 1999 internal audit 
findings. They illustrated the extent to 
which the system of internal controls and 
accountabilities had broken down, placing 
public funds at risk. In our view, HRDC 
lost a valuable opportunity to provide 
concrete examples of the consequences of 
oral agreements, retroactive amendments 
to agreements, inappropriately large 
advances at year-end, allowing claims for 
ineligible expenses, poorly constructed 
agreements and other similar practices. As 
a consequence, among others, the 
Department was unable to determine 
overpayments in most cases. The key 
deficiencies have been addressed in the 
Action Plan. Reporting such additional 
information about the problems in the 37 
files would have been helpful to the public 
and parliamentarians as they sought to 
understand the issues facing HRDC and to 
assess the adequacy of its Action Plan and 
other corrective measures. 
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The Department is planning to review 
dormant files, but results are not yet 
available 


11.85 As part of the Six-Point Action 
Plan, the Department will assess dormant 
files. These are files of projects that were 
active during 1998-99 or 1999-2000 but 
are now closed. The Department has 
selected a sample of dormant files, based 
on a set of risk factors. The results of the 
Department’s review of dormant files 
were not available when we completed 
our audit work. However, our audit of four 
programs indicates that dormant files 
could contain a variety of problems, 
including overpayments that need to be 
recovered. 


Corrective actions go beyond the 
Six-Point Action Plan 


11.86 The Department had undertaken 
several initiatives before the 
announcement of the Six-Point Action 
Plan. These included establishing the 
Performance Tracking Directorate as well 
as a number of working groups to deal 
with specific problem areas identified in 
the internal audit report. The Department 
has since put in place other initiatives for 
broader corrective action needed. For 
example, it is examining the objectives of 
grant and contribution programs. It has 
also made organizational changes 
following an examination of 
accountability arrangements. 


11.87 In addition to initiatives taken by 
HRDC, it is worth noting that in 

June 2000 the Treasury Board made 
changes to its Policy on Transfer 
Payments. The changes clarify many 
aspects of the previous policy. Among 
many new measures, the policy now 
requires that departments put results-based 
accountability frameworks in place for 
grant and contribution programs. It also 
requires departments to ensure that due 
diligence is exercised in making grants 
and contributions. Departments are 
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expected to report on program objectives, 
expected results and outcomes in their 
report on plans and priorities. The 
Treasury Board will approve program 
terms and conditions for a specified 
period, usually up to five years. 
Departments must formally evaluate and 
report on the effectiveness of a program 
when requesting that the terms and 
conditions be renewed. Further, in spelling 
out its function as a management board 
the Treasury Board has indicated that it is 
strengthening its monitoring role. 


Our audit showed problems beyond the 
scope of the 1999 internal audit 


11.88 Our program audits identified 
many problems, some of which are the 
same as those identified by the internal 
audit. Others are in areas beyond the 
scope of the internal audit. We noted 
problems in: 


* translating the general social policy 
purposes into operational terms, stated as 
either objectives or eligibility criteria. We 
also noted problems in stating the 
expected results of programs in clear and 
measurable terms; 


* using project results and program 
evaluations to make necessary changes 
and modifications (managing for results); 


* providing the public with 
information about the availability and 
characteristics of a program to promote 
equal access; 


* properly managing and controlling 
projects — including project selection and 
approval as well as financial management 
and control; and 


* providing adequate support 
(resources, training, guidance and tools) 
for program delivery. 


11.89 We assessed HRDC’s Six-Point 
Action Plan and other initiatives to 
determine whether they address these 
problems. 
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Officers responsible 
for implementing 
programs and projects 
need to know what is 
to be delivered to 
whom, and how. 


Need to improve the way general social 
policy purposes are operationalized 


11.90 HRDC is a social policy 
department that delivers a wide range of 
programs and services to assist Canadians 
of all ages, including those with distinct 
needs. Its mission is to enable Canadians 
to participate fully in the workplace and 
the community. General policy direction is 
laid out by government and approved by 
Parliament in the form of legislation. An 
essential step in improving the 
management of grant and contribution 
programs is to ensure that the design of 
the program, as reflected in terms and 
conditions approved by the Treasury 
Board and operationalized by the 
Department, reflects the policy intent. 


11.91 As our audit of four programs 
found, this involves turning difficult 
concepts like sustainability, the building 
of community capacity, and learning 
systems into concrete, deliverable 
programs. It is particularly challenging to 
program designers when views differ on 
the best approach and when needs vary 
across regions. Nonetheless, the obligation 
remains to clarify what is to be achieved 
so the program can be structured to 
support this expectation. 


11.92 Officers responsible for 
implementing programs and projects need 
to know what is to be delivered to whom, 
and how. In grant and contribution 
programs, this means clearly articulating 
the program’s objectives or criteria, 
setting out measurable results to be 


achieved, and accompanying this with 


appropriate training and guidance to staff. 
Project officers then have clear direction 
on which to take concrete action. 


11.93 We recognize the need for some 
flexibility to allow programs to respond to 
local realities. In our view, however, all 
four of the programs we audited suffered 
from undue lack of precision in the 
statement of program objectives or criteria 
and in the accompanying guidance. For 
example, in the Youth Internship Canada 
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program the eligibility criteria for 
participants (unemployed or 
underemployed, normally aged 15 to 30, 
and legally entitled to work in Canada) 
were subject to varying interpretations. No 
guidance had been made available to staff 
to help ensure that they applied the 
criteria consistently. Further, the 
objectives and eligibility criteria for the 
Social Development Partnership program 
were stated in broad terms and were not 
always clearly defined. 


11.94 The Department told us that it is 
developing additional program guidelines 
and additional training to help staff 
establish an appropriate balance between 
precision and flexibility. For example, the 
Youth Initiatives Directorate recently 
developed and communicated criteria for 
defining youth at risk and is expanding 
existing program guidelines. 


11.95 Two of the four programs, Youth 
Internship Canada and Transitional Jobs 
Fund/Canada Jobs Fund (TJF/CJF) had 
defined indicators of results. In TJF/CJF, 
the measurement of results was built into 
the program design but reliable 
information on results was not produced 
as intended. Performance indicators were 
not defined for the other two programs. If 
a program’s design or subsequent 
operational guidance is not clear about 
what the program is to achieve, the proper 
focus of the program’s expenditures is 
subject to wide interpretation. 


Plans developed to clarify program 
intent 


11.96 The Six-Point Action Plan does 
not deal with the need to clarify program 
design and policy concepts. However, 
HRDC management has recognized the 
need and initiated a study of program 
management to identify the action that is 
needed. The study includes an 
examination of program mandates, 
objectives, design, implementation, 
monitoring, and areas for program and 
policy redesign. 
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11.97 The objectives of the study also 
include ensuring that all programs manage 
for results, improving learning within and 
across programs, and strengthening the 
linkages between policy development and 
program design. At the time of our audit, 
the Department was expecting to complete 
assessments of all its grant and 
contribution programs by fall 2000, with 
identified strategies for strengthening 
program management. The Department 
was also planning to develop appropriate 
performance measures as part of that 
exercise. 


11.98 By 31 March 2001, all programs 
are to have results-based accountability 
frameworks in place. All programs are 
also to have learning plans that outline 
mechanisms for ongoing learning, 
dialogue and redesign, including an 
integrated audit and evaluation cycle. The 
Department has indicated that it will 
obtain official Treasury Board approvals 
by December 2002 to change program 
terms and conditions — well before the 
Treasury Board’s deadline of March 2005. 


11.99 As one element of the program 
management study, a number of programs, 
including the four we audited, have 
produced summaries of program 
management issues along with key 
elements of their action plans. The process 
of developing these summaries included 
self-assessment supplemented by peer 
review and discussions with the regions. 
In initial pilot documents we received, 
some managers identified a need for 
improvement in areas similar to those we 
noted in our audit. For example, managers 
of the Social Development Partnerships 
program concluded, as we did, that 
objectives need to be refined, measurable 
outcomes defined and the processes for 
decision making and review improved. 
Managers of the Sectoral Partnerships 
Initiative concluded that performance 
measures need to be validated and refined, 
and that program policy and guidelines 
need to be updated. 
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Improvement required in managing 
grants and contributions for results 


11.100 Managing for results requires 

more than measuring results through 

ongoing performance measurement and 

periodic evaluation. It also requires using 

information on results to make changes to 

the programs and to report on their As part of a program 
performance. As the new Treasury Board 

policy on transfer payments recognizes, a management study, 
focus on results in grant and contribution some managers 
programs provides direction on who , Mee 

should receive funding, whether projects identified a need for 
are meeting expectations, and how improvements in 
successful the program is overall. 


11.101 We expected staff in all four ; 
programs we audited to have clearly to those we noted in 
defined the results that approved projects our audit. 

were to achieve. We found that expected 

results and the related information 

requirements were not defined 

consistently. Nor did stipulating that the 

information was required lead to its 

systematic collection — even when, as in 

the case of TJF/CJF, the contribution 

agreements required the project sponsors 

to report on results. In the Youth 

Internship Canada program, expected 

results were defined but the information 

on actual project results was limited. 

Desired results of projects in the Social 

Development Partnerships and the 

Sectoral Partnerships Initiative programs 


program design similar 


were not defined clearly. Three of the four 
11.102 Three of the four programs we programs we audited 
audited had undergone some evaluation, 

and an evaluation of the fourth, Social had undergone some 


Development Partnerships, is planned. A evaluation, and an 
preliminary evaluation of the TJF was 

carried out early in the program and evaluation of the 
several key questions were left to be fourth is planned. 
answered later, in a full evaluation 

planned for 2000. That evaluation did not 

proceed. The evaluation of the Youth 

Internship Canada program had just been 

completed at the end of our audit. 


11.103 We found that the work was 
sound in the evaluations of the Youth 
Internship Canada and the Sectoral 
Partnerships Initiative programs. We noted 
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in our view, the 
methods used to 
promote the four 
programs we audited 
did not always ensure 
that potential 
applicants had equal 
access to them. 


that some program changes were made as 
a result of the November 1997 evaluation 
of the Sectoral Partnerships Initiative and 
the 1998 Transitional Jobs Fund 
evaluation. 


11.104 As we have noted, the objectives 
of the Department’s program management 
study include developing appropriate 
performance measures and strengthening 
managing for results. However, as 
demonstrated by work we have done in 
other areas of government, achieving 
these objectives will require strong 
leadership from management and 
continuous effort. 


Need to ensure equal access to programs 


11.105 Public servants are expected to 
provide services equitably and fairly to 
Canadians, whether a service or program 
is directed to the whole population or to a 
specific group. Part of providing equitable 
access is ensuring that good information 
about a program is available and 
accessible to those who potentially qualify 
to participate. 


11.106 Our audit of four programs found 
that some information on all of them was 
available and disseminated through a 
variety of media. In addition, the 
programs relied to varying degrees on 
networks and contacts maintained by 
project officers. In some cases, programs 
funded the same project sponsors year 
after year as part of a longer-term 
intervention. In our view, the methods 
used to promote these programs did not 


_ always ensure that potential applicants 


had equal access to them. Moreover, 
evaluations of the programs have not paid 
enough attention to assessing whether they 
have been promoted effectively and 
whether eligible Canadians are aware of 
the programs and their characteristics. 


11.107 In its June 2000 report, the 
Standing Committee on Human Resources 
Development and the Status of Persons 
with Disabilities recommended that the 
Department ensure that eligibility criteria 


for all its grant and contribution programs 
were Clearly identified, adequately 
communicated and applied equitably 
across the country. The Committee also 
recommended that to promote 
transparency, HRDC ensure that 
information available on its Web site 
provide the public with details about 
individual grant and contribution 
programs. 


11.108 The Six-Point Action Plan itself 
makes no reference to equality of access 
to grant and contribution programs. 
However, the Department addressed this 
issue in its response to the Standing 
Committee. It indicated that by the end of 
2000, information about all programs and 
their eligibility criteria would be available 
on its Web site and in all local offices. 
Local offices will provide the information 
to all members of Parliament before the 
end of the year. In addition, the 
Department has indicated that it will 
ensure that the information is kept up to 
date. 


Need to improve the management and 
control of projects 


11.109 Parliament sets the general 
purposes of expenditures and the limits on 
them, and the government provides public 
servants with further guidance on the 
mechanisms to be used to meet these 
requirements. For a grant and contribution 
program, Parliament establishes the 
program purpose and broad financial 
management framework, and appropriates 
funds or authorizes the use of funds from 
other sources. 


11.110 Government, through the 
Treasury Board, approves the specific 
terms and conditions that programs are to 
observe and provides guidance on 
managing grants and contributions and 
controlling the disbursement of funds. As 
past internal audits and our own audit of 
four programs have shown, HRDC’s 
management and control of projects and 
its disbursement of funds to them have 
been weak. The Department’s response to 
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the internal audit focussed, along with its 
Six-Point Action Plan, on immediate 
corrective action to address these 
weaknesses. 


11.111 We found that there were 
problems in meeting the requirements of 
section 34 of the Financial Administration 
Act, which requires an official with the 
appropriate signing authority to certify 
eligibility and entitlement to payment. 
Our audit of the four programs found that 
staff without the appropriate delegated 
authority were frequently approving 
payments under section 34, and often did 
not review appropriate information to 
support claims. 


11.112 In January 2000, HRDC stopped 
all payments until managers could be 
assured that five essential financial criteria 
had been met for each project (see 

Exhibit 11.3). In addition, the Department 
eliminated a problem that internal audit 
had identified — namely, poorly 
controlled codes for access to the financial 
system. The Department recognized that it 
needed to move from these immediate 
actions to building corrective measures 
into the management of all grants and 
contributions. 


Steps taken to improve project selection 
and approval 


11.113 Our audit of four programs found 
that each had problems in managing the 
selection and approval of projects. As 
already noted, some of the problems were 
due to a lack of clarity on what the 
projects were to achieve. Even allowing 
for these difficulties, however, we found 
many cases with no record of the basis for 
the project’s selection or of who had been 
responsible for recommending the 
expenditure. 


11.114 As part of improving financial 
management and control, the Department 
has taken steps to provide guidance and 
direction on the kinds of documentation 
and review of projects that it expects. If 
properly implemented and supported by 
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tools and training, these steps should lead 
to significant improvement. 


Actions in place to address problems in 
financial management and control 


11.115 Our audit of four programs 
identified several problems with financial 
management and control. They included 
weaknesses in the contribution 
agreements, amendments made without a 
supporting rationale, payments made for 
ineligible costs and expenses, payments 
made without claims having been 
submitted, improper advance payments, 
inconsistent treatment of shared costs, and 
payments approved without the necessary 
authority. Details of these findings, by 
individual program, are in Part II of this 
chapter. 


In January 2000, HRDC 
stopped all payments 
until managers could 
be assured that five 
essential financial 
criteria had been met 
for each project. 


11.116 Part of the Department’s 
commitment in the Six-Point Action Plan 
was to review all active files (see 
paragraph 11.66) for compliance with 
program and financial criteria and to take 
corrective action as required. The 
checklists used to review the active files 
covered the immediate areas of concern, 
including whether the projects met 
program terms and conditions. 


Appropriate action taken to equip and 
support staff 


11.117. As part of the Action Plan, the 
Department has undertaken a series of 
specific initiatives to equip and support 
staff in their work. Based on an 
assessment of workload, staff capacity and 
the views and concerns of staff, program 
staff will be given clear direction, tools, 
training and resources. We believe these 
initiatives will help address the 
shortcomings that our audit and the 1999 
internal audit identified in the 
management of grants and contributions. 


11.118 Among the tools HRDC is 
developing is a model file to replace the 
use of checklists. The model file contains 
instructions and forms to guide staff in all 
key aspects of financial and project 
management, including the aspects where 
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The Department is 
developing a new 
control framework with 
three levels of control 
points, a quality 
assurance framework, 
and a more consistent 
organizational 
structure. 


our audit found deficiencies. For example, 
the model file offers guidance on how to 
identify high-risk files that require more 
monitoring. Staff were directed to start 
using the model file in September 2000. 


11.119 HRDC is also developing an 
operational manual and policies for grants 
and contributions. These will provide 
particular guidance on financial 
management and control requirements. 
The manuals and policies will fill an 
important gap created in the mid- 1990s, 
when several volumes of departmental 
manuals and procedural directives were 
replaced with only brief guidance. 


11.120 To support the Action Plan, the 
Department is developing a new control 
framework with three levels of control 
points, a quality assurance framework, and 
a more consistent organizational structure 
at the regional and local levels. This 
control framework will also provide for 
direct oversight and will make specialist 
advice available to field staff handling 
grants and contributions. In addition, 
higher-level staff will handle the more 
complex files. 


11.121 The control framework has 
built-in quality assurance practices. It 
calls for all projects to be reviewed by 
higher-level staff in local offices and for a 
small percentage of files at the regional 
level to be subject to post-audit. At the 
national level, the Performance Tracking 
Directorate will review between one and 
two percent of files. The control 
framework also envisions a feedback loop 
so that results will be used to highlight 
inconsistencies and procedural problems 
at the local level as a means to determine 
training needs. 


11.122 The policy the Department 
proposes for training provides for 
mandatory training of managers and 
program staff. Program delivery training 
for staff addresses, for example, 
assessment of project proposals, 
contracting, payments, financial and 
activity monitoring, and follow-up. 


11.123 We believe that when 
implemented in the field, the new tools 
and concepts being developed will go a 
long way toward addressing the concerns 
of staff, as well as those identified in our 
audit. However, much work on 
implementation remains to be done. 
Management will need to sustain the 
strong support it has shown thus far to 
ensure that adequate resources are 
obtained and that staff are trained and 
supported in applying the new tools, 
methods and approaches. As well, 
follow-up will be needed to ensure that 
staff take the training and gain the 
required knowledge. 


More work required to determine the 
resources needed for program delivery 


11.124 The resources required to deliver 
grant and contribution programs properly 
will vary, depending on the complexity 
and size of the program and the risks 
associated with it. Management is 
responsible for ensuring that the 
appropriate capacity is in place to deliver 
each program. This includes having 
enough staff with the necessary skills, and 
providing the tools, the support, the 
training and the information systems that 
they need. The Six-Point Action Plan 
specifically addressed the need to equip 
and support staff. However, the 
Department has identified a need for 
additional resources in other areas. 


11.125 As indicated by our audit of the 
four programs and by the Department’s 
own consultations with staff, questions 
remain about the adequacy of the 
resources (both program staff and 
administrative support staff) available to 
deliver grant and contribution programs. 
For example, staff told us that the 
requirements for monitoring (which 
frequently were not met) demanded too 
much of their time, given the other work 
expected of them. 


11.126 Staff cuts in the 1990s had an 
impact on the Department’s capacity to 
deliver programs. Nevertheless, HRDC 
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management proceeded with the 
Transitional Jobs Fund without receiving 
any new operating funds. Staff involved in 
delivering the TJF faced not only 
additional work but also work requiring 
additional skills that many lacked. 


11.127 The Grants and Contributions 
Steering Committee considered the 
evaluation of capacity as part of the 
Action Plan. It recognized that the 
Department’s capacity to undertake grant 
and contribution programs had not been 
clearly identified. HRDC agreed with the 
Treasury Board Secretariat that it would 
undertake a workload analysis, which was 
under way when we completed our audit. 
Staff had started to identify annual 
workload in terms of the number and 
characteristics of projects administered. 
As an interim measure, HRDC has 
reallocated $20 million internally and the 
Treasury Board has approved a 
reallocation of a further $30 million from 
within HRDC’s existing budget to 
strengthen its delivery of grant and 
contribution programs. 


11.128 HRDC delivers a range of 
programs using grants and contributions, 
as do other departments. Benchmarking 
the resources required to deliver different 
types of grant and contribution programs 
will provide a valuable tool for 
government managers and central 
agencies to assess the adequacy of 
program resources. 


Information systems need an overhaul 


11.129 The internal audit identified 
deficiencies in the capacity of information 
systems to provide timely performance 
information (financial and non-financial). 
They included difficulty in obtaining 
information on sponsors’ current and past 
projects with HRDC and the status of 
advances and expenses claimed. 
Corrective action on these deficiencies is 
part of the Six-Point Action Plan. A 
concept paper was prepared and a firm 
plan was to be ready by October 2000. 
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HRDC has requested additional funding 
over the next three years to develop a new 
information system. 


11.130 Asa short-term solution, HRDC 
is upgrading an existing system to make 
information on grants and contributions 
available from one system rather than 
many. This interim measure was to be in 
place in fall 2000. It is a short-term 
solution, however, and will not fully 
address the information needs of managers 
at the program level. But it will create a 
single warehouse of data on grants and 
contributions and will improve the 
Department’s capacity for external 
reporting. 


11.131 The proposed new information 
system to be delivered in phases over the 
next three years is still at the concept 
stage. For maximum usefulness to 
management, it needs to be integrated 
with the financial system in a way that 
makes it possible for users at different 
levels in the Department to obtain basic 
financial information on contribution 
agreements. Managers and project officers 
need to be able to obtain information 
readily on how much has been paid to a 
project and on what financial 
commitments remain. The new system’s 
features related to performance 
information were the least developed at 
the time of our audit. 


Program Accountability 


11.132 By design, and given the often 
general objectives and broadly stated 
terms and conditions, the programs we 
audited left public servants a great deal of 
discretion to determine a proposal’s value 
and judge its eligibility. Treasury Board, a 
Cabinet committee of ministers, sets the 
eligibility requirements that departments 
are expected to spell out in their own 
guidelines and approval processes. 
Further, Canadians eligible for public 
programs expect to have equal access to 
them. Traditionally, public servants are 
responsible for administrative matters on 
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Treasury Board 
Secretariat that it 
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To deliver programs in 
a decentralized 
environment requires 
clear direction on what 
is expected as well as 
regular monitoring and 
reporting of 
performance. 


behalf of a minister and answer to the 
minister. 


11.133 Our work raised two issues 
related to management accountability and 
responsibility. The first concerns the role 
of members of Parliament and ministers; 
the second concerns the responsibility and 
accountability of staff for program 
decisions they make. 


The role of elected officials 


11.134 Elected officials outside of the 
executive branch of government usually 
do not have a direct role in program 
delivery. In the case of the Transitional 
Jobs Fund and the Canada Jobs Fund, 
program guidelines required that each 
project have a written recommendation 
from the member of Parliament for the 
area as one of the inputs for the project 
approval process. Such involvement in the 
decision-making process confuses 
traditional accountability relationships. 
The Standing Committee on Human 
Resources Development and the Status of 
Person with Disabilities noted, “Direct 
political involvement in HRDC’s project 
selection process can potentially create a 
conflict for Parliamentarians, whose role 
is to hold the government accountable.” 
The Committee concluded that the role of 
members of Parliament in the project 
selection process should remain an 
advisory one. 


11.135 As described in Part II of this 
chapter, in our audit of four programs it 
was sometimes difficult to determine the 


. basis on which a project had been 


selected. Because we reviewed only 
projects that had been approved, we did 
not review evidence that would indicate a 
role that members of Parliament played in 
decisions to reject any TJF or CJF 
proposals. 


11.136 We found cases where project 
approvals were not based on the 
procedures established for decision 
making — namely, that public servants 
make a recommendation and ministers 


make a decision. Some of the projects 
were not eligible for the program under 
which they were approved; others were 
eligible but had not been evaluated against 
other projects. The credibility of 
established processes is weakened if they 
are not followed. 


Steps to strengthen management 
accountability 


11.137 HRDC is a decentralized 
department whose delivery of most of its 
programs is delegated to local and 
regional offices. Despite this delegation, 
the Deputy Minister remains responsible 
for the administration of the Department 
and, in turn, is responsible to the Minister. 
To deliver programs in this environment 
requires Clear direction on what is 
expected as well as regular monitoring 
and reporting of performance. 
Decentralized structures require strong, 
clear lines of accountability to work 
effectively and not the type of program 
delivery found, for example, in the 
Transitional Jobs Fund. There, delivery 
was fully delegated and there was little 
central monitoring to ensure the consistent 
application of, and compliance with, the 
program’s terms and conditions. 


11.138 If senior management in the 
Department is to effectively meet its 
commitments to change, management 
structures and lines of accountability must 
be clear. The Department undertook an 
accountability review of its management 
structure and developed a new 
organizational model for the delivery of 
grants and contributions. Both initiatives 
clarify responsibilities and strengthen 
accountability relationships. 


11.139 The aim of the Department’s new 
organizational model is to have consistent 
support for project officers in all major 
Human Resource Centres of Canada. 
Three key positions have been identified. 
A program consultant will be responsible 
for technical advice, training, and quality 
assurance at the local level. A senior 
development officer will be responsible 
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for complex cases and also for strategic 
development in the delivery of grants and 
contributions. Finally, project officers will 
continue to administer projects. 
Documentation and systems support will 
be provided by clerical staff. This model 
responds in part to concerns about the 
need for adequately trained and supervised 
staff to manage grant and contribution 
programs. The Department has begun 
staffing actions. 


11.140 With appropriate staffing under 
the new model, project officers will be 
better able to meet financial and program 
requirements because they will be able to 
rely on consistent administrative support 
as well as advice from higher-level 
specialists. Segregation of duties will be 
improved by ensuring that enough staff 
are available to carry out the separate 
tasks. 


11.141 The Department has also 
conducted a review of its management 
accountabilities, with input from 70 senior 
executives and managers and an External 
Advisory Committee (including central 
agency representatives and selected 
deputy ministers of other departments). It 
has also obtained assistance from external 
consultants. The process culminated in a 
memorandum to the members of the 
executive committee (Management 
Board) from the Deputy Minister, setting 
out a new regime to clarify and improve 
accountability structures. 


11.142 The memorandum identified the 
following actions as central to increasing 
the clarity of decision making and 
accountabilities in the organization: 


+ developing and implementing 
national protocols that clarify the 
authority, responsibility and accountability 
of the policy, program, corporate service 
and regional heads; 


* creating focal points of contact in the 
Deputy Minister’s office along program 
development, service delivery and 
corporate service lines; and 
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* establishing an executive 
management committee and four key 
departmental committees with clearly 
defined authorities. 


Work on developing and implementing 
these actions has begun. These actions are 
in addition to the earlier reorganization of 
the branch administering grant and 
contribution programs, which established 
separate responsibilities for regional and 
national programs. 


Sustained effort will be needed 


11.143 As the results of previous audits 
demonstrate, over a number of years an 
unsatisfactory approach to the 
management of grants and contributions 
had developed in the Department and 
become widespread. Inappropriate 
practices had become the routine, 
accepted by management and supported 
by the absence of strong systems and 
controls. Practices that develop over many 
years frequently become entrenched. 


11.144 The Department’s current 
management is committed to 
implementing corrective action. It took a 
number of immediate steps that sent staff 
a clear message that change was expected. 
However, changes need to address the 
fundamental problems. The Department’s 
internal audit, its subsequent review of 37 
problem files, and our audit of four 
programs all revealed the extent to which 
the system of internal controls and 
accountabilities had broken down, placing 
public funds at risk. 


The Department set 
out a new regime to 
clarify and improve 
accountability 
structures. 


11.145 The Department has begun a 
number of actions committed to in its 
Six-Point Action Plan, such as providing 
training and improving staff 
understanding. But it will need to sustain 
its efforts and commitment if it is to 
produce the desired change. Staff will 
need support as they change their 
approach to internal controls, especially as 
they deliver programs increasingly 
through third parties. 


11.146 Management will need to 
continue monitoring the progress of 
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The steps to 
implement the Action 
Plan form part of the 
basic performance 
agreements for 
2000-01. 


corrective actions and the results 
achieved. The performance tracking 
system the Department has developed to 
monitor progress is an innovative 
approach to ongoing performance 
measurement. If applied systematically, it 
should give management a good measure 
of the progress being made. 


11.147 As part of the incentive system 
for managers, their performance 
agreements will include commitments to 
improving the management of grants and 
contributions. The steps to implement the 
Action Plan form part of the basic 
performance agreements for 2000-01 
between the Deputy Minister and all 
executives and managers involved in grant 
and contribution programs. The deadline 
for establishing related goals in the 
accountability accords was 31 August 
2000. 


11.148 The Department has set a clear 
agenda for management action in its 
numerous plans and initiatives. It needs to 
sustain the momentum that has developed. 
In particular, to change the way it 
manages grants and contributions, the 
Department will need to ensure that staff 
have a common and consistent 
understanding of the fundamentals of 
control. During the course of our work, we 
identified the following areas that require 
additional attention. 


11.149 The Department should put in 
place quality control measures to review 
corrective actions, and ongoing 
monitoring to ensure that staff have a 
solid understanding of the fundamentals 
of financial control. Using such an 
approach, the Department should 
ensure that all overpayments from 
problem files and high-risk dormant 
files are properly identified and 
recovered. 


Department’s response: HRDC agrees 
with this recommendation and has taken 
action. 
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The Department had acknowledged the 
need for ongoing monitoring to ensure 
that staff have a solid understanding of 
the fundamentals of financial control. 


This is being addressed through two 
measures: a new quality assurance 
process and the Performance Tracking 
Directorate. These are permanent 
processes and structures to detect and 
correct problem files, and to identify and 
correct deficiencies in operational policy, 
procedures, and employee knowledge and 
skills. 


The new quality assurance initiative was 
undertaken in June 2000 to increase 
program expertise at the local office level. 
New senior operations consultants will 
now conduct a quality review of selected 
files to identify problems at the earliest 
possible time. In addition, financial 
administrators and program delivery staff 
have re-established a financial post-audit 
program at the national and regional 
office levels. This financial post-audit 
program includes the validation of 
expenditures in order to allow financial 
officers assurance that payments are in 
support of services provided or goods 
received in accordance with the 
prescribed policies and procedures. When 
either of these processes detects a problem 
file, it will be corrected and an adjustment 
or overpayment established if required. 


HRDC also established a Performance 
Tracking Directorate, which is sampling a 
statistically valid selection of project files 
from across the country. Errors, when 
detected, are returned to the appropriate 
office for correction and establishment of 
an overpayment if necessary. In addition, 
patterns and trends are communicated to 
all offices delivering grant and 
contribution programs, with appropriate 
guidance and direction to reduce or 
eliminate such errors in the future. 


The Department recognizes the 
importance of identifying potential 
overpayments and subjecting such 
problem cases to careful and consistent 
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review. As part of the Six-Point Action 
Plan, HRDC has identified and reviewed a 
sample of dormant files from 1998-99 and 
1999-2000. As recommended by the 
Auditor General, the Department has 
since added a quality control step to this 
process. Following the review by program 
delivery staff, Internal Audit Bureau staff 
have been scrutinizing the work and 
conducting selected on-site reviews of 
higher-risk projects to ensure that all 
potential overpayments are identified and 
established. 


The results of the dormant file review will 
be published in fall 2000. In addition, 
HRDC will engage a private sector 
consulting firm to examine the 
Department's work and advise whether in 
accordance with the principle of due 
diligence it is cost-effective to review 
additional files. 


11.150 The Department should ensure 
that key controls are strengthened as it 
committed to do in the Six-Point Action 
Plan and that they are supported by a 
strong internal audit function that 
meets the highest professional 
standards. The Department should also 
ensure that it has a well-established 
system for implementing and following 
up on corrective action resulting from 
internal audits. 


Department’s response: HRDC agrees 
with this recommendation and has taken 
action. 


The Department continues to be 
committed to implementing the Six-Point 
Action Plan, including key control 
processes and mechanisms. As 
demonstrated in the progress reports 
issued in May and September, HRDC is 
reporting publicly on its achievement of 
the Action Plan and will continue to do so 
until the Plan is implemented in its 
entirety. In addition, as indicated in the 
government’s response to the Third Report 
of the Standing Committee on Human 
Resources Development and the Status of 
Persons with Disabilities, HRDC is 
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committed to reporting on the impact of its 
corrective measures in future departmental 
performance reports. HRDC has already 
contracted PricewaterhouseCoopers to 
conduct a second independent assessment 
of the implementation of the Action Plan 
in January 2001. 


The Department has a professional 
Internal Audit Bureau in place and has 
recently acted to strengthen the role and 
profile of internal audit through a renewed 
Departmental Audit and Evaluation 
committee. This committee, which is one 
of five main executive committees, is 
responsible for ensuring that the 
Department takes corrective action on all 
internal audit recommendations. This 
action will also promote a culture of 
continuous learning from audits and 
evaluations. 


Although not a part of the Department's 
Internal Audit Bureau, HRDC has 
budgeted $2.7 million annually for the 
national Grant and Contribution 
Performance Tracking Directorate. This 
directorate provides a consistent and 
continuous measurement of HRDC’s 
compliance with file documentation 
requirements and fundamental financial 
controls. In its first report in August 2000, 
the Directorate confirmed that “there has 
been a significant, measurable 
improvement in overall program 
management and administration of grants 
and contributions since the 1999 internal 
audit.” The Department has committed to 
publishing performance tracking results 
quarterly. 


11.151 The Department should 
complete its study of program 
management, which is designed to 
ensure that desired results of grant and 
contribution programs are clearly 
defined and that results are 
appropriately measured and used to 
identify any necessary changes. In 
consultation with the Treasury Board 
Secretariat, the Department should 
ensure that it meets its proposed time 
frame for analyzing the objectives of all 
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its grant and contribution programs and 
implementing appropriate changes, 
including measurement of results. 


Department’s response: The Department 
agrees with this recommendation and has 
taken action. 


In May 2000, HRDC embarked on an 
extensive program management study that 
is designed to review the management and 
results focus of all grant and contribution 
programs within the Department. This 
study is intended to strengthen program 
management and performance by: 


- developing results-based 
management and accountability 
frameworks for all programs; 


* improving communication on lessons 
learned across programs; and 


+ ensuring all program authorities 
comply with the reporting requirements set 
out in the Social Union Framework 
Agreement. 


Above all, the program management study 
will ensure that all programs have clear 
objectives that shape the design and 
direction of the program and that they 
have an integrated audit and evaluation 
cycle. In addition, HRDC is expanding the 
study to incorporate a more thorough 
review of how program design and 
program information can support equality 
of access to programs. 


This work will result in an enhanced 
departmental capacity to improve HRDC’s 
grant and contribution programs. It will 
establish a cycle of continuous 
improvement in policy and program design 
as well as program management and 
administration. 


This work is being carried out in 
co-operation with the Treasury Board 
Secretariat. In June 2000, the Treasury 
Board introduced a revised Policy on 
Transfer Payments to promote long-term, 
government-wide improvements to grant 
and contribution program administration. 


The new policy requires departments to 
review and resubmit their program 
authorities by 31 March 2005. 


HRDC is fast tracking this work. As part 
of the program management study, all 
HRDC programs will have reassessed and 
strengthened their design, management, 
and accountability frameworks by 

31 March 2001. The Department will then 
resubmit all grant and contribution 
program authorities to the Treasury Board 
by the end of 2002. 


11.152 The Department should assess 
whether the information it provides to 
Canadians on grant and contribution 
programs adequately promotes equality 
of access, and it should take corrective 
action as required. 


Department’s response: The Department 
agrees with this recommendation and has 
taken action. 


The Department is presently using a range 
of methods and techniques to provide 
information in a manner that promotes 
equality of access. In addition, HRDC is 
taking steps to increase the information 
available to Canadians on its grant and 
contribution programs and to make this 
information more accessible. 


Specifically, HRDC will ensure that by 
December 2000, descriptions of all 
programs, including terms and conditions, 
eligibility requirements, and information 
on how to apply, is available on its public 
Web site, in every HRDC office, and to 
every member of Parliament. 


HRDC will examine this issue further as 
part of the program management study 
referred to in the response following 
paragraph 11.151 and will specifically 
document in the program design process 
the accessibility and equality of access 
requirements. For many of these 
programs, HRDC believes that it will be 
important to consider the role of a 
consultative process in the community that 
reaches all prospective sponsors and that 


11-34 


Report of the Auditor General of Canada - October 2000 


complements the information provided to 
all Canadians on its programs. 


11.153. The Department should ensure 
that management sustains its current 
strong support for change to ensure that 
actions to equip and support staff are 
fully implemented and the required 
tools and systems provided. It should 
conduct ongoing monitoring of the 
impacts of the new tools and training 
and the concepts and approaches being 
implemented. It should also ensure that 
the new information system for grants 
and contributions is fully integrated 
with the Department’s financial system. 


Department’s response: HRDC agrees 
with this recommendation and has taken 
action. 


As recognized by the Pricewaterhouse- 
Coopers independent assessment of the 
Department’s implementation of the 
Action Plan, “substantial senior level 
management involvement has been 
devoted to ensure progress in achieving 
the various activities that support the 
commitments under each of the six points 
of the Plan.” Continuing management 
support is assured through measures taken 
in April establishing explicit 
accountability in implementing the 
Six-Point Action Plan for every executive 
with responsibility for a grant and 
contribution program. 


In addition, HRDC has committed to 
reporting publicly on a quarterly basis 
until the Plan is implemented, and to 
reporting annually on the impact of its 
corrective measures in the departmental 
performance report to Parliament. 


The Department recognizes the 
importance of well-trained and 
well-equipped staff in delivering grant and 
contribution programs. As indicated in the 
Department’s progress reports and in the 
government's response to the Standing 
Committee, HRDC has fulfilled Action 
Plan commitments and taken additional 
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initiatives to provide staff with 
appropriate operational policy guidance, 
standardized training, and improved 
information management systems. The 
Department specifically commits to 
monitoring and assessing the impact of 
operational policies and training, and to 
ensuring that the new information systems 
for grant and contribution programs are 
fully integrated with the departmental 
financial system. 


11.154 In collaboration with the 
Treasury Board Secretariat, the 
Department should complete a 
workload analysis of the resources 
required to deliver different types of 
grant and contribution programs. 


Department’s response: HRDC agrees 
with this recommendation and has taken 
action. 


As indicated in the response to the 
Standing Committee, HRDC reallocated 
resources in July from within its existing 
budget to increase the number of staff with 
specific responsibility for the 
administration of grant and contribution 
programs. This reallocation was based on 
a preliminary analysis of staffing, training 
and systems requirements. HRDC has 
since undertaken a comprehensive 
analysis of workload, which will be 
completed by December 2000. 


In fall 2000, the Department is also 
initiating a third-party review of delivery 
models for grant and contribution 
programs. This review will assess HRDC’s 
delivery structure in relation to those of 
other federal departments and will assess 
the appropriate balance between local, 
regional, and national delivery of grant 
and contribution programs. This review 
will take into account the variety of 
HRDC programs, the nature of 
partnership agreements resulting from the 
Employment Insurance Act and the Social 
Union Framework Agreement, and the 
existing capacity within the Department. 
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These reviews will be the basis for further 
discussions with the Treasury Board 
Secretariat concerning the Department's 
resource requirements in delivering grant 
and contribution programs. 


Department’s overall comment: The 
Department takes seriously all the issues 
raised in the chapter and in the 1999 
internal audit of grant and contribution 
programs. 


The Department is determined to build on 
the improvements it has already made to 
its administration of grant and 
contribution programs. HRDC will fulfil 
its Action Plan. It will complete the other 
supporting initiatives undertaken 
following the launch of the Plan. 
Furthermore, HRDC is undertaking 
additional steps to strengthen these 
actions in response to this chapter. 


The challenge, as confirmed by the 
Auditor General, is to achieve the right 
balance between efficient and flexible 
program delivery and sound financial 
management. The Auditor General’s 
report will help the Department 
consistently achieve program delivery that 
meets the needs of the Canadians it serves 
as well as the sound financial 
management that Canadians expect. 


This chapter recognizes that the 
Department has made good progress with 
respect to the Six-Point Action Plan and 
related initiatives. It also emphasizes the 
need for HRDC to sustain the changes 
that are under way. HRDC acknowledges 
the need to undertake continuous work in 
this respect. As a result, HRDC will more 
explicitly incorporate the principles of 
modern comptrollership, or managing for 
excellence, as an ongoing foundation for 
the fundamental changes being made to its 


administration of grant and contribution 
programs. 


By strengthening and integrating its work 
on modern comptrollership, the 
Department will be well positioned to fully 


respond to the Auditor General's statement 
that HRDC “needs to make today’s 
extraordinary effort tomorrow’s routine. ” 
This work will also help promote a culture 
of continuous learning and improvement. 


In response to this chapter, HRDC will 
take a number of further steps. 
Specifically: 


¢ HRDC commits to working closely 
with all stakeholders, including the 
Treasury Board Secretariat, in the 
preparation of a report on the balance 
between effective program delivery and 
sound financial controls. HRDC will 
report by June 2001 to the Standing 
Committee on Human Resources 
Development and the Status of Persons 
with Disabilities on the Department's 
comprehensive efforts in achieving the 
right balance. 


¢ HRDC confirms that it will publish 
the results of the review of a sample of 
dormant files this fall. The Department 
will also engage an independent expert to 
examine its review and advise whether, in 
accordance with the principle of due 
diligence, it is cost-effective to assess 
additional files. This is consistent with 
HRDC’s commitment to being open and 
transparent in the implementation of the 
Action Plan and the administration of 
grant and contribution programs. 


¢ HRDC will ensure that by December 
2000, descriptions of all programs, 
including terms and conditions, eligibility 
requirements, and information on how to 
apply, are available on its public Web site, 
in every HRDC office, and to every 
member of Parliament. This action 
responds to the Auditor General's 
observations about the need to ensure that 
information about programs is widely 
available and accessible. 


¢ HRDC is expanding the program 
management study to incorporate a more 
thorough review of how program design 
and program information can support 
equality of access to programs. 


Report of the Auditor General of Canada - October 2000 


In reviewing the chapter, HRDC is pleased 
that the Auditor General recognizes the 
following: 


¢ that the Department’s “actions and 
plans also address the deficiencies we 
found in our audit”; 


¢ that the Department “has made good 
progress toward meeting the commitments 
in its Six-Point Action Plan” and that 
“work is also proceeding on additional 
initiatives that expand or complement the 
original Action Plan”; and 


¢ that HRDC’s “Performance Tracking 
Directorate represents good progress. If 
properly implemented, it should give 
management an ongoing measure of 
performance in the management and 
control of grants and contributions. ” 


HRDC also notes that: 


* the Auditor General’s audit was 
based on files that were closed before 
January 2000. Therefore, with the 
exception of a few projects that had been 
extended, the period covered by the 
Auditor General’s audit precedes the 
corrective action by the Department; 


« the Department has asked for the 
advice of the Standing Committee on any 
changes that might strengthen the project 
selection process in relation to grant and 
contribution programs. This will include 
the role of members of Parliament, who 
are well placed to advise on the various 
interests of the communities they 
represent; and 


* with respect to efficiency, flexibility 
and control, the Auditor General 
recognized that “there is no simple answer 
to what the balance should be.” 
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The Report acknowledges the broad range 
of initiatives HRDC has taken since the 
internal audit was conducted in 1999. In 
this respect, the Department has: 


¢ launched a Six-Point Action Plan to 
strengthen administration of grant and 
contribution programs, including the 
establishment of the Performance 
Tracking Directorate to assess adherence 
to policies, and the provision of extensive 
training and better tools to staff; 


* complied with the new Treasury 
Board Policy on Transfer Payments to 
further strengthen the administration of 
grant and contribution programs; 


¢ introduced a new quality assurance 
process to detect and correct errors at the 
earliest possible time; 


* Initiated actions to improve 
accountability structures and management 
processes within the Department; 


¢ released two progress reports and the 
response to the Standing Committee report 
of June 2000; and 


* initiated a comprehensive program 
management study to ensure that the 
objectives of all grant and contribution 
programs are clearly defined and that 
performance measures are in place to 
demonstrate that these objectives are met. 


In summary HRDC confirms its 
commitment to making fundamental and 
permanent improvements to the 
management and administration of its 
grant and contribution programs. HRDC 
will continue to work with all interested 
parties to ensure that it achieves the right 
balance between responsive client service 
and prudent management of taxpayers’ 
money. 
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Part Il — Four Programs 
Audited 


Introduction 


11.155 We audited four grant and 
contribution programs, with particular 
emphasis on key aspects of project 
management, program design and the 
measurement of results. Here, in Part II of 
the chapter, we present our audit findings 
and conclusions on each of the following 
programs: 


¢ Transitional Jobs Fund/Canada Jobs 
Fund (TJF/CJF) 


* Youth Internship Canada (YIC) 


* Social Development Partnerships 
Program (SDPP) 


* Sectoral Partnerships Initiative (SPI) 


The period covered by our audit 
preceded corrective action by the 
Department 


11.156 In order to audit the full life cycle 
of projects, we drew our sample from 
projects that had closed by January 2000. 
Therefore, with the exception of a few 
projects that had been extended by 
amending the contribution agreements, 
our audit preceded the corrective action 
the Department took following its 1999 
internal audit. 


Sampling allowed valid conclusions on 
each program audited 


11.157 To be able to draw valid 
conclusions on each program as a whole, 
we selected all high-value projects from 
the populations of files we audited and 
stratified random samples from the 
remaining projects. 


11.158 Transitional Jobs Fund/Canada 
Jobs Fund. The TJF program terminated 
on 31 March 1999. We included in our 
sample all 10 of the high-value projects 
that received more than $2 million each in 
HRDC contributions. We took a stratified 


random sample of 64 files from all other 
completed projects (1,080) over the life of 
the program. In CJF, we sampled 32 of 62 
projects with planned end dates up to 

31 December 1999 and selected all four of 
the projects with a high value (over 
$503,560). The total value of the projects 
selected in both programs was 
approximately $70 million. 


11.159 Youth Internship Canada. We 
drew our audit sample from 8,084 projects 
across Canada with a total value of 

$185 million that were active between 

1 April 1998 and 31 December 1999. We 
selected a stratified random sample of 

77 projects — 57 with a value of up to 
$10,100 and 20 with a value over $10,100. 
Among the larger projects, we included all 
seven that received a contribution of over 
$606,000. The total value of the projects 
we selected was over $18.5 million. 


11.160 Social Development 
Partnerships. This program uses grants as 
well as contributions. We drew our audit 
sample of contributions from 114 projects 
that were active between April 1998 and 
December 1999. We selected a stratified 
sample of projects, and included all the 
high-value projects (over $495,000). Our 
sample consisted of 47 contribution 
projects totalling $11.2 million. Five of 
these were high-value projects. We 
reviewed the full population of 26 grants; 
they ranged from about $120,000 to 

$3 million; two were in the range of 

$2 million to $3 million. 


11.161 Sectoral Partnerships Initiative. 
From the 119 SPI projects that closed 
before January 2000, we drew the five 
highest-value projects, worth a total of 
$18.9 million. We also drew a stratified 
random sample of 44 projects worth a 
total of $10.8 million. Many of these 
projects had received funding over several 
years. In all, HRDC had contributed 

$47.1 million for the 119 closed projects. 
The two smallest projects we audited had 
each received $10,000 and the largest, 
$6.5 million. 
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Transitional Jobs 
Fund/Canada Jobs Fund 


Program Description 


11.162 The Transitional Jobs Fund (TJF) 
was a three-year initiative launched in 
July 1996. This program was implemented 
at the same time as the Employment 
Insurance (EI) reform and was designed to 
assist geographical areas that have 
historically relied more heavily on 
Employment Insurance and therefore 
would be more severely affected by 
changes to that program. 


11.163 The objective of TJF was to 
create long-term, sustainable jobs for 
individuals. HRDC was to achieve this 
objective by working with the private 
sector, provincial and municipal 
governments, other federal government 
departments, community partners, and 
other organizations to generate new, 
permanent jobs in affected communities. 


11.164 TJF received a total of 

$300 million in funding. It ended on 

31 March 1999 and was replaced by the 
Canada Jobs Fund (CJF), with annual 
funding of $110 million. Unlike TJF, 
which had not been allocated an operating 
budget, the annual funding for CJF 
included almost $20 million to deliver the 
program. CJF was similar to TJF but had 
an additional objective, to strengthen 
communities’ capacity to become 
self-reliant. In June 2000 the government 
announced that CJF would be 
discontinued and the associated funding 
redirected to federal regional economic 
development agencies. However, HRDC 
was to process any applications it had 
received and would manage ongoing CJF 
projects to their completion. 


11.165 During the three years of TJF, 
over 1,000 projects were funded through 
contributions. Under CJF, 430 projects 
were approved in 1999-2000. The 
government has indicated that these 
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programs created new jobs and leveraged 
millions of dollars in funding by partners. 
Exhibit 11.4 presents a breakdown by 
region of the budgets and expenditures for 
these programs over the last four years. 
Exhibit 11.5 provides examples of typical 
projects. 


Program Design 


11.166 On 26 February 1996, Cabinet 
agreed that a $300 million transition fund 
would be established for a specified 
period to support job creation in areas of 
high unemployment affected by 
Employment Insurance reform. In June 
1996, the Treasury Board approved the 
terms and conditions and the funding for 
the TJF. The terms and conditions 
stipulated, among other things, eligible 
activities, guidelines, content of proposals, 
eligible categories of expenditure, 
authority to approve proposals and 
payments, and evaluation criteria. In July 
1996, HRDC developed brief operational 
guidelines for the program. 


11.167 In December 1998, Cabinet 
agreed that the TJF should be continued at 
$110 million per year and renamed the 
Canada Jobs Fund. The CJF was to 
facilitate human and social development 
by working with partners, particularly in 
the private sector, to generate the 
sustainable economic activity needed to 
create jobs in regions and communities of 
high unemployment (10 percent or more). 


11.168 The Treasury Board approved the 
terms and conditions of the CJF in March 
1999. They were similar to those of the 
TJF but in some aspects were more 
specific, building on the experience and 
knowledge acquired through the TJF. For 
example, the results of a 1998 TJF 
program evaluation led to some changes, 
such as better co-ordination with regional 
economic development agencies. Also, the 
Department’s operational guidelines for 
CJF were more comprehensive and 
included criteria such as targeting small 
and medium-sized businesses and 
ensuring that the program was used as 


The objective of the 
Transitional Jobs Fund 
(TJF) was to create 
long-term, sustainable 
jobs in areas of high 
unemployment 
affected by 
Employment Insurance 
reform. 


The Canada Jobs Fund 
(CJF) was similar to 
the Transitional Jobs 
Fund. 
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A wide range of 
approaches was used 
to establish areas of 
eligibility for TUF. 


Exhibit 11.4 


“Jast resort” funding. Exhibit 11.6 presents 
the key elements of TJF and CJF as set out 
in their terms and conditions and the 
guidelines. 


Difficulties in targeting TJF 


11.169 Asa general rule, the Department 
decided that the program should be 
targeted to areas of the country and to 
areas within communities where 
unemployment rates were 12 percent or 
higher. The overall budget for TJF was 
allocated among HRDC regions (generally 
provinces — see Exhibit 11.4) on the basis 
of two criteria: the number of 
Employment Insurance claimants in EI 
regions where the unemployment rate had 
exceeded 12 percent in 1995 (75 percent 
of the budget); and the anticipated decline 
in Employment Insurance benefits to 
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provinces and territories as a result of El 
reform (25 percent of the budget). 


11.170 The responsibility to define 
specific areas of eligibility within HRDC 
regions was left to regional and local 
HRDC officials so that regional and local 
needs could be taken into account. 


11.171 We noted a wide range of 
approaches used by regional offices to 
establish areas of eligibility for TJF and to 
determine whether geographical areas 
within communities were eligible or not. 
Data were obtained from various sources, 
including Statistics Canada’s Census and 
Labour Force Survey. As well, labour 
market information developed at the local 
level by HRDC officials was used. In 
addition, regional and local officials 
identified projects that met specific 
community concerns, or projects that 


($ thousands) 
TJF CJF 
| HRDC Regions 1996-97 1997-98 1998-99 1999-2000 
fe oe Budget Actual Budget Actual Budget Actual Budget Actual 
Newfoundland 9,198 4,001 22,560 20,920 15,966 20,011 12,022 7,242 
RE 1,848 633 4,532 4,924 3,208 3,549 2,498 3:298 
| Nova Scotia 5,520 258 13,539 9,883 9,581 19,954 8,058 1,857 
| New Brunswick 4,928 2,709 12,088 8,874 8,555 15,660 9,037 3,707 
| Quebec 18,256 8,135 44,783 45,155 31,692 32,642 33,630 14,042 
| - : = 
Ontario 5,408 3,119 13,264 9,389 9,387 FFE DPPH 4,400 
Manitoba 1,328 308 3,256 3,286 2,304 isuly/ sows) 64 
Saskatchewan P25 294 3,084 1,869 2,182 2,753 1,718 67 
B.C./Yukon 4,015 465 9,848 9,365 6,969 9,143 5,623 2232. 
Alberta/Nunavut/N.W.T 1,242 346 3,046 1,778 2,156 3,223 1,517 0 
Unallocated | 7,000 10,000 8,000 5.020 
Total ; 60,000 20,268 140,000 ie 115,443 100,000 s 125,967 90,029 36,904 
lew ; not 
perating = | 19,971 | available 


Source: Departmental records 
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would have positive impacts on high 
unemployment rates in surrounding areas. 


11.172 Employment Insurance economic 
regions are currently the smallest 
geographical areas for which Labour 
Force Survey estimates of unemployment 
are available. Statistics Canada also 
publishes some relevant information on a 
limited number of cities. The information 
sources used by regional offices to target 
the program to local areas outside the El 
regions that qualified (those with 
unemployment rates of 12 percent or 
higher) were not as reliable as the official 
measures of unemployment. 


11.173 Funding projects in local areas 
that were outside qualifying El regions 
was an important part of the program’s 
overall design. According to the 
Department, allocations to these areas 
accounted for almost 40 percent of 
approved TJF projects. In our opinion, the 
ability to target the program equitably was 
compromised by the difficulty of 
estimating with reasonable accuracy the 
unemployment rates in such areas. 
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Targeting of CJF was more systematic 


11.174 To allocate the CJF budget 
among its regions, the Department used an 
approach similar to that used for TJF. Two 
thirds of the funds were allocated among 
EI regions with unemployment rates of 10 
percent or higher. An additional 8 percent 
was allocated among regions with 
unemployment rates of 15 percent or 
higher. The remaining 25 percent of the 
total budget was allocated by province and 
territory according to the reduction in EI 
benefits imposed by EI reform. 


11.175 CJF terms and conditions were 
more precise in defining high 
unemployment regions and subregions. In 
July 1999, HRDC’s Chief Actuary was 
asked to recommend an acceptable 
methodology for determining the 
eligibility of subregions. He recommended 
using Statistics Canada’s Labour Force 
Survey, the source of data whose use for 
targeting government programs on the 
basis of unemployment rates could be 
fully defended. We concur with this 
recommendation. 


1. An existing company wants to expand its market share by implementing new activities. This 
company establishes the new activities in an area of high unemployment. Funds are needed to 
build a new plant, to install equipment and to train employees. The plant will create seasonal 
and full-time jobs in the area. Partners sharing the cost of the project are a commercial bank 
(20 percent), the provincial government (30 percent) and the sponsor (10 percent). HRDC’s 
contribution (40 percent) is for capital costs. The jobs will be created once the plant is built and 


the equipment installed. 


2. An existing sawmill operating only during the warm season wants to rejuvenate its facilities to 
be able to work year-round. The project consists of strengthening the existing structure and 
acquiring more equipment. This should result in increased production and the creation of new 
sustainable jobs. HRDC is financing capital costs, while a commercial bank and the project 
sponsor are partnering for salary costs. HRDC’s contribution amounts to 50 percent of the 


project’s total cost. 


3. An existing manufacturing company is awarded a major contract for five years, with a 
possibility of renewal. This will require the company to increase production, and it needs to 
acquire additional equipment and add an additional shift to increase capacity. The project will 
create several full-time jobs once the equipment is installed. Partners in the project include a 
federal economic development agency (10 percent), the provincial government (50 percent), the 
local development agency (10 percent) and the sponsor (20 percent). HRDC’s contribution 
(10 percent) will finance the salaries of the new employees — up to $10,000 for each job 


created. 


Report of the Auditor General of Canada - October 2000 


Exhibit 11.5 


Typical Projects Funded by the 
Transitional Jobs Fund and the 
Canada Jobs Fund 


Source: Departmental records 
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Some aspects of the programs were Many project officers told us that this and 

difficult to implement other design elements meant that they 
needed new skills to deliver these 

LL-L768 The designot Ee eI programs. For example, many project 

emphasized a partnership approach and officers told us that they did not have the 

ui leveraging a funds oe ole : business expertise required to assess 

sources. This emphasis required HRDC S business plans — a key part of project 

local offices to develop and maintain neeesemenitoe aid did nomiecetoe 

collaborative partnerships with local sufficient training and support. 

private sector organizations, regional 

economic development agencies and 11.177 We found that the programs’ 

provincial and municipal governments. terms and conditions and the operational 


Exhibit 11.6 


Key Elements of the Transitional Jobs Fund/Canada Jobs Fund Programs 


TJE ic CJF 
ies if Be 
Terms and Operational Terms and Operational 
Key Elements conditions Guidelines conditions Guidelines 

Objectives 

Creation of long-term sustainable jobs. v v v v 

Working in collaboration with partners. vi v vi sf 

Strengthening the capacity of communities to Vv v 
| become self-reliant. 

Areas of eligibility. 

Areas of high unemployment affected by v v v v 
| Employment Insurance reform. 
| 

Areas of the country and geographical areas Vv 

within communities that have an unemployment 

rate of 12% or higher. 

El regions with an unemployment rate of 10% or Vv v 

higher. 

Subregional areas of high, systemic, significant Vv Vv Vv 

and prolonged unemployment. 

Guidelines 

HRDC’s maximum financial contribution to any Vv Vv ¥, 

project is 50% of project costs. 

Funding of last resort. “ 

Focus on small and medium-size businesses. vi 

The province/territory must agree that the project v v v a 

be funded. 

Written recommendation for all projects from the Vv v 

area’s Member of Parliament. 

Maximum duration of agreements will not Vv Vv v v 
normally exceed one year. 


Source: Programs’ Terms and Conditions, and HRDC’s Operational Guidelines 
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guidelines were not sufficiently spelled 
out to help project officers decide who and 
what were eligible for funding, under what 
conditions, for what purposes, and in what 
amounts. We recognize that some local 
flexibility was desirable to allow the 
programs to be tailored to local 
circumstances. However, we noted 
inconsistencies among local offices in the 
interpretation of such fundamental matters 
as the programs’ objectives and in the 
application of eligibility criteria, 
especially in the case of TJF. 


11.178 For example, one local office 
would see the program’s objective as 
direct job creation and would fund only 
projects that would create jobs directly 
and immediately, or in the very short term. 
Another office would focus more on 
general economic development and would 
fund projects that might stimulate 
economic activity and create jobs only 
indirectly and in the future. In terms of 
project duration, one office would 
recommend approval of only those 
projects that would last less than a year. 
Another would recommend approval of 
projects that were to last up to three years, 
but would arrange for three consecutive 
agreements of less than a year each. 


11.179 Key elements of the programs 
were not always defined clearly, and in 
some cases they potentially conflicted 
with other aspects. For example, 
operational guidelines for CJF required 
that HRDC funding be used only as a last 
resort. This criterion could lead to the 
funding of higher-risk projects, which 
could conflict with the program’s 
objective of creating sustainable jobs. 
Project officers told us that they found this 
criterion particularly difficult to apply. 
The Department developed guidance in 
April 2000, and was implementing it as 
we carried out our audit. 


11.180 All projects had to be approved 
by the Minister of Human Resources 

Development, even though the terms and 
conditions of both programs provided for 
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delegation of that authority. (One 
exception to this practice was the current 
Minister’s delegation to the Deputy 
Minister of authority for approval of 
projects located in the Minister’s riding.) 
Although the need for the Minister to 
approve all projects was only one 
contributing factor, we noted that 
frequently it took a long time — in some 
cases, months — to get projects approved. 
This was a source of frustration to HRDC 
officials as well as project sponsors. 


11.181 Operational guidelines for TJF 
and CJF required a written 
recommendation for a project from the 
local member of Parliament. We 
recognize that this practice can add 
important input to the assessment of 
proposals. However, accountability is 
unclear when, on the one hand, Parliament 
approves funding and scrutinizes the 
government’s performance in delivering 
programs, and on the other hand, 
parliamentarians have a role in the 
programs’ decision-making processes. 


Equal access to these programs was not 
ensured 


11.182 The Minister of HRD issued a 
news release at the introduction of both 
TJF and CJF. HRDC headquarters and 
regional offices played only a limited role 
in promoting these programs. 


11.183 Local offices were responsible 
for informing potential proponents about 
the programs. Some offices relied heavily 
for this on their partners, including 
economic development agencies or 
provincial government departments. 
Others developed information kits and 
promoted the programs through their 
involvement in the community. We saw 
evidence that members of Parliament had 
received information on the programs, and 
we were told that some had been 
instrumental in marketing them. Public 
announcements of approved projects also 
helped to raise awareness among potential 
proponents of projects. Some offices told 
us that they did not want to promote the 
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We noted 
inconsistencies 
among local offices in 
the interpretation of 
such fundamental 
matters as the 
programs’ objectives 
and in the application 
of eligibility criteria. 
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In our view, the 
variation in the 
methods used to 
promote the programs 
did not ensure equal 
access by potential 
applicants. 


We concluded that 
fewer than five percent 
of TJF and CJF 
projects were 
adequately assessed. 


Exhibit 11.7 


No Creation of Direct 
Sustainable Jobs - St. Martins 
Beautification Society Inc., 
New Brunswick 


Source: Departmental records 


programs heavily because the program 
budgets were limited. 


11.184 In our view, the variation in the 
methods used to promote the programs 
across and within HRDC regions, 
including in local areas that were outside 
qualifying EI regions but may 
nevertheless have qualified by virtue of 
“pockets” of high unemployment, did not 
ensure equal access by potential 
applicants. 


Project Selection and Approval 


Key information was missing from 
many proposals 


11.185 We found that project officers did 
not always have the information they 
needed to assess a project properly. 
Although proposals or business plans were 
submitted to HRDC for almost all 
projects, most of them lacked key 
information (74 percent in TJF and 57 
percent in CJF). Information that was 
missing included the characteristics of 
jobs to be created, projected cash flows 
and budgets, and a clear time frame for 
projects. We noted also that proposals did 
not always provide, nor did HRDC always 
request, information on the nature and 
purpose of funding provided by other 
partners in a project. This prevented 
HRDC from determining the risk of 
double funding and, in CJF, determining 
whether HRDC funding was truly a last 
resort. 


We found several deficiencies in project 
assessments 


11.186 We concluded that fewer than 
five percent of projects were adequately 
assessed. In 30 percent of TJF projects and 
29 percent of CJF projects, we could not 
find evidence that proposed activities had 
been analyzed to evaluate the likelihood 
that they would create sustainable jobs. 
We saw projects approved, for example, 
that would create only short-term jobs or 
that might create sustainable jobs only in 
the future (see Exhibit 11.7). 


11.187 Many project officers told us that 
they did not question the incremental 
impact of the HRDC contribution — that 
is, whether the project would have gone 
ahead without funding by HRDC. Indeed, 
evidence on file indicated that almost 63 
percent of TJF projects and 75 percent of 
CJF projects would probably have gone 
ahead without HRDC funding, although 
its contribution might have advanced the 
timetable or helped increase the scale of 
some projects. Some projects had already 
been completed by the time the 
contribution agreement was signed (see 
Exhibit 11.8). 


11.188 In 74 percent of TJF projects it 
was not evident that the potential need for 
environmental assessments had been 
considered. Project officers told us, 
however, that HRDC often relied on its 
partners to ensure that where 
environmental assessments were needed 
they were done. The situation improved 
under CJF: environmental screening was 
performed in 36 percent of all projects. 


The objective of the project was to assist in the construction of tourism facilities in St. Martins, 
New Brunswick with a view to connecting communities to the Fundy Parkway and thereby helping 
to develop the Fundy National Park. This project was part of an overall development project headed 
by the province of New Brunswick through the Fundy Trail Development Authority. 


The project received over $80,000 in TJF contributions in 1998-99, although no direct sustainable 
jobs were to be created by the project itself. However, HRDC estimated that indirect permanent 
seasonal work would be created for 26 to 60 persons. 


HRDC claimed that the project created 34 jobs. However, these 34 jobs correspond to the number 
of employees who worked on the overall Fundy National Park project and not directly on the 


St. Martins Beautification Society Inc. project. 
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11.189 Other aspects that project officers 
seldom considered included the possibility 
that other HRDC programs were funding 
the same project, or that a project sponsor 
still owed HRDC repayment of funds 
under previous agreements. Finally, we 
saw little or no evidence that when a 
subsequent phase of a project was 
assessed for funding, results of the 
previous phase were considered. 


Approvals were not always supported 
by relevant information 


11.190 The terms and conditions of both 
programs clearly stated that no financial 
assistance could be provided without the 
agreement of the appropriate provincial or 
territorial government. With one 
exception, we found evidence of this 
agreement in all cases. A recommendation 
from the local member of Parliament was 
on file in most cases. 


11.191 We found that in some cases the 
Minister had not received all relevant 
information before approving a project. 
For example, we found cases where the 
Minister was not informed that the 
province, the local member of Parliament 
or a key partner had raised concerns about 
se 


11.192 Finally, we found cases where 
project approvals were not based on 
established procedures (see Exhibit 11.9). 
In our opinion, some of these projects did 
not meet the eligibility criteria. 
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Financial Management and 
Control 


Many contribution agreements lacked 
key information 


11.193 Signed agreements and schedules 
were on file for 95 percent of TJF projects 
and 92 percent of CJF projects. For the 
most part, the agreements or schedules 
reflected the Minister’s approval. 
However, in 74 percent of TJF projects 
and 63 percent of CJF projects, key 
information was missing, or was unclear. 
In some cases, eligible costs were not 
described; in others, the activities to be 


The agreement of the 
completed were not indicated. We saw g j ane 
agreements that did not specify afunding | appropriate provincial 
period, or that simply stated the number of or territorial 


jobs to be created without indicating any 
characteristics of the jobs or describing 
how the project would ensure that the jobs 
were created. 


government and a 
recommendation from 
the local member of 


11.194 We also found contradictory ‘ : 
Parliament were on file 


information in some contracts and their 
related schedules. For example, one 
section of the schedule would indicate that 
payments would be made on the basis of 
jobs created and salaries, while another 
section of the same agreement would 
indicate that the funding would be for 
capital purchases. These inconsistencies in 
agreements make it more difficult to carry 
out the activity and financial monitoring 
required to ensure that the project meets 
its objectives and uses the funds for 
agreed purposes. 


11.195 About 30 percent of the 
agreements were formally amended in 


in most cases. 


($15,000) on 30 November 1999. 


This project had been funded earlier under TJF. 


The Minister approved the project on 28 October 1999 and the agreement was signed on 
8 November 1999 — after the project had been completed. The funding period was from 
8 November 1999 to 11 December 1999 and HRDC paid the full amount of the contribution 


The Department’s view is that the project expenditures were incurred after the Minister’s approval 
and before the release of funds by HRDC on 30 November 1999. 


Supporting documentation provided to us was for expenditures incurred before the funding period. 


Exhibit 11.8 


Project Completed Before 
Contribution Agreement 
Signed - Jerseyman’s Island 
Cod Farm, Newfoundland 


Source: Departmental records 
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Exhibit 11.9 


Project Approvals Not Based on Established Procedures 


| New Brunswick Department of Natural Resources and Energy — $6,000,000 to supplement provincial funding of silviculture 
activities by private woodlot owners 


The Minister made a commitment to the Government of New Brunswick to fund the project before HRDC officials had received and 
reviewed the proposal to ensure that it met the eligibility criteria. 


New Brunswick’s Minister of Natural Resources and Energy submitted a request for funding to the Minister of Human Resources 
Development in May 1996, after TJF was announced but before it was implemented on 1 July 1996. In a 17 July 1996 letter to New 
Brunswick’s Minister of Natural Resources and Energy, the Minister indicated he was prepared to provide TJF funding of $2 million per 
| year for 1996, 1997 and 1998. 


| The regional office was informed that the Minister had made a commitment to New Brunswick for $6 million over three years. The 
regional office worked with provincial officials to develop the details of the proposal and then prepared a recommendation for approval. 
The Minister approved the project on 15 August 1996. 


| 
| In our view, the project did not meet TJF criteria, as no new sustainable jobs were being created. We note that similar projects were 
| subsequently approved in Newfoundland ($11.5 million) and Quebec ($5.7 million). 


Auberge des Gouverneurs (9047-4412 Québec Inc.) — $600,000 for construction of a hotel complex 


The Minister announced that the federal government would contribute $600,000 to this project, which was to create 60 jobs. After 
assessing the project, Human Resource Centre of Canada (HRCC) officials decided to fund it under TJF to create 40 jobs. However, the 
| funding remained unchanged, resulting in a higher cost per job. The project was announced before it was approved. 


On 10 February 1997, the local HRCC received a fax from the Prime Minister’s constituency office concerning the project, suggesting 
that the HRCC contact an official in the office of the Minister of Human Resources Development for more details. 


On 13 March 1997, the Minister issued a press release to announce funding of up to $600,000 and the creation of 60 jobs under the 
| Targeted Wage Subsidies program. 


Discussions between the local HRCC and the sponsor identified TJF as a more appropriate program to fund this project. After receiving 
a proposal and business plan on 4 April 1997, the local office confirmed that the project met TJF criteria. The HRDC regional office 
agreed with the assessment but established that only 40 of the 60 jobs were eligible for funding under TJF. However, the recommended 
amount of funding was not reduced accordingly, even though the cost per job exceeded regional guidelines ($10,000 per job). 


On 4 July 1997, the Minister’s office announced a contribution of $600,000 for the creation of 40 jobs under TJE. The project was 
formally approved on 9 July 1997. 


In the Department’s view, there was no requirement in the program to maintain a $10,000 ceiling per job. 


In our view, the project met the TJF criteria. 


Chelson’s Distribution Ltd. - New Brunswick — $84,000 for construction and furnishing of cottages 
The amount of the contribution recommended by HRDC officials was increased at the approval stage without explanation. 


| The proponent applied in October 1998 for a TJF contribution. During a site visit in November 1998, the project officer indicated to the 
_ proponent that funding up to $82,000 could be possible. In December 1998, the project officer informed the proponent that the project 


would be recommended but for $50,000, a lesser amount than the proponent had expected. The proponent called the project officer and 
expressed frustration. 


In June 1999, the project officer recommended a CJF contribution of $60,000. The HRDC regional office reviewed the assessment of 
the project officer and concurred with it. 


This CJF project was approved by the Minister with funding of $84,000 — $24,000 more than officials had recommended. 


In our view, this project did not meet CJF criteria as there was no evidence of funding of last resort. In addition, the project activities 
| had been largely completed before ministerial approval was obtained. 
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Exhibit 11.9 (continued) 


decision was required before 7 April 1998. 


| and questions about the sustainability of jobs. 


A 9 April 1998 letter to the proponent from the Minister confirmed funding not exceeding $2.5 million under TJF, subject to the 
execution of a contribution agreement. An e-mail dated 14 April 1998 from the regional office to a project officer in the local office 


Cochran Entertainment Inc — Nova Scotia — $2,500,000 for production of a television series 


Before HRDC officials had completed their assessment of the project and recommended its approval, the Minister informed the 
proponent that HRDC would participate in funding the project. 


As early as February 1998, HRDC officials were in contact with the sponsor and other partners concerning a proposal for the project. 
A 25 March 1998 e-mail from the Minister’s office to the HRDC regional office asked if HRDC could help in financing and noted that a 


| On 3 April regional officers advised the Minister’s office that they had met with the proponent and that there were still information gaps 


indicated that there were difficulties with the proposal, as it included short-term jobs. 


cancellation of the series not occurred. 


On 21 April 1998, the regional office recommended approval, and the Minister approved the project on 30 April 1998. 


In the view of the Department, there is evidence on file that supports that established procedures for the assessment and 
recommendation of TJF projects were followed, and that the project would have created 100 sustainable jobs had CBC cutbacks and 


In our view, this project did not meet TJF criteria, as it created short-term rather than sustainable jobs. 


writing. Rationales for the amendments 
were in place for all CJF projects and all 
but a small number of TJF projects. 
Although the agreements stipulated that 
amendments had to be in writing, we were 
told that in some cases amendments were 
based on only oral agreements with 
sponsors to change the terms and 
conditions in contribution agreements. 


Payments and advances were often 
mishandled 


11.196 In almost all projects (92 percent 
in TJF and 86 percent in CJF), payments 
were not handled properly. The 
deficiencies we found included one or 
more of the following: 


* payments made for ineligible 
expenses ($450,000 in the 74 TJF projects 
that we sampled); 


* payments made for expenses 
incurred outside the funding period 
specified in the agreement ($9.5 million in 
the 74 TJF projects, and $755,000 in the 
36 CJF projects that we sampled); 


Source: Analysis based on departmental records 


* payments made without review of 
adequate supporting information; 


* payments made to a party other than 
the recipient specified in the agreement; 


* payments that did not respect the 
terms and conditions of the agreement (for 
example, contributions paid for salaries in 
the expectation that the jobs would be 
created after the project closed); and 


* payments approved without proper 
authority. 


11.197 In some cases, the agreement 
indicated that HRDC would pay the lesser 
of a certain amount or a certain 
percentage of eligible costs. However, as 
the total cost of the project was rarely 
known to HRDC, in most of these cases 
we were unable to conclude whether the 
payments had been correct. 


11.198 Advance payments were used 
often in TJF (63 percent of projects), but 
less commonly in CJF (36 percent). 
Where advance payments were used, we 
found that they were not managed 


In almost all TJF and 
CJF projects, 
payments were not 
handled properly. 
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Activity and financial 
monitoring was 
insufficient in the vast 
majority of TJF and 
CJF projects. 


Exhibit 11.10 


Advance not Cleared — 
Tube Fab Ltd., 

Machine Products Division, 
Prince Edward Island 


Source: Analysis based on 


departmental records 


properly in 79 percent of TJF projects and 
58 percent of CJF projects. For example, 
some advances were not based on 
forecasts of cash flow, or exceeded the 
maximum amounts allowed under 
Treasury Board policy, or were not 
reconciled against claims and cleared 
before further advances were issued. 
Exhibit 11.10 provides an example. In the 
74 TJF projects we sampled, we found 
almost $2 million in advances that had not 
been cleared at the end of the project. In 
many cases, advances were made at 
year-end and charged to that fiscal year 
when the activities were to take place in 
the following fiscal year. 


11.199 We noted significant peaks in 
TJF expenditures before year-end, 
especially before the closing of the 
program on 31 March 1999. Indeed, we 
saw some cases of funding provided for 
projects that, at the end of March 1999, 
were expected to be completed in just a 
few days. Exhibit 11.11 shows TJF 
expenditures by month. 


11.200 In our audit we found it difficult 
to determine whether agreements and 
payments had been approved in 
accordance with delegated authorities. 
Many local offices did not have signature 
cards or could not confirm the level of 
authority of the person who had signed the 
agreement or the payment. In our view, 
this unacceptable situation was due in part 
to the high turnover that occurred in the 


last few years and to the very generic 
delegation chart. 


Lack of project monitoring 


11.201 Activity and financial monitoring 
was insufficient in the vast majority of 
projects (98 percent of TJF projects and 
79 percent of CJF projects). Project 
officers did not prepare risk-based plans 
for monitoring approved projects. We 
could not find evidence of any activity 
monitoring or financial monitoring in 46 
percent of TJF projects and 7 percent of 
CJF projects. Final financial visits had not 
always been completed before the last 
payment was issued (78 percent of TJF 
and 23 percent of CJF projects). 


Project Results 


Information on project results 
inadequate 


11.202 The terms and conditions of both 
TJF and CJF required that evaluating them 
against their objectives include measuring 
their return on investment — that is, how 
successfully they created jobs in areas of 
high unemployment and generated funds 
from partners outside HRDC. As well, the 
terms and conditions required HRDC to 
monitor the implementation of the 
program and annually report the results 
achieved, in terms of numbers of jobs 
created and numbers of dollars generated 
from partners. Our review of departmental 
performance reports for the last three 
years indicates that the Department has 


This $495,000 TJF project included the expansion of the Tube Fab facility and the purchase of new 


equipment and machinery. 


The agreement was signed on 23 March 1999 for a funding period extending from 22 March 1999 
to 31 March 1999. According to the Minister’s approval of the project, its activities funded under 


TJF had to be completed by 31 March 1999. 


On 25 March a first payment of $445,000 was made — 90 percent of the approved total. This 
payment was an advance. A second payment for the remainder of the contribution was made on 
16 April 1999 before HRDC had received the documentation required to clear the advance. This was 


contrary to Treasury Board policy. 


Invoices on file for machinery and equipment indicate that the expenditures were made after 


31 March 1999, beyond the funding period. 
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partly complied with this requirement by 
publishing the number of jobs expected to 
be created and the funding expected from 
partners. 


11.203 We examined how information 
on jobs created and leverage obtained was 
gathered at the project level, and whether 
it was reliable. We concluded that 
information on project results was 
inadequate. 


11.204 The standard contribution 
agreement includes an obligation for the 
sponsor to provide to HRDC, 30 days after 
the project’s completion and again one 
year later, information on the numbers and 
types of jobs created. Only 14 percent of 
TJF sponsors provided the required 
30-day report, and 10 percent the 
12-month report. We could not reach a 
conclusion on the extent of compliance by 
CJF project sponsors because many 
projects were still active at the time of our 
audit or had only recently been completed 
and had not passed the deadlines. 


11.205 Project officers did not properly 
monitor the number of jobs created, even 
when it was the basis for the payment of 
the contribution. In most cases, officers 

obtained information from the employer 
without making a site visit. To determine 
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the number of jobs created, project 
officers often relied on lists of employees 
working at the end of the project, without 
recourse to information on the jobs that 
had existed at its beginning. In some 
cases, project officers relied on lists of 
people hired, without information on 
either turnover or the duration of their 
employment. 


11.206 HRDC counted all the jobs 
created by a project, regardless of the 
extent of its contribution toward the 
project’s total cost. We also found that 
HRDC and the federal regional 
development agency each counted all the 
jobs created by a project when both were 
involved in funding it. 


11.207 Our audit found that the only 
information available on funds leveraged 
from other partners was based on 
estimates provided by sponsors with their 
project applications. Because the final 
costs of projects were almost never known 
to HRDC, it could not determine the 
actual contribution made by other 
partners. 


11.208 In February 2000, following the 
release of the 1999 internal audit report, 
HRDC made an effort to account for all 
jobs created by TJF. Regional offices were 
asked to complete a template setting out 


March 
1998 


March 
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1998 


Report of the Auditor General of Canada - October 2000 


Project officers did not 
properly monitor the 
number of jobs 
created; and 
information on funds 
leveraged from other 
partners was 
inadequate. 


Exhibit 11.11 


Transitional Jobs Fund - 
Monthly Expenditures 


Source: Departmental records 
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Because the 1998 
evaluation was 
completed early in the 
life of the TJF 
program, the 
Department was 
unable to examine 
adequately the 
sustainability of jobs 
associated with 
funded projects. 


the results of the program, including jobs 
created and leverage achieved. Telephone 
follow-up with sponsors and reviews of 
project files were used to capture the 
information. However, this process did not 
provide a constant measure of time 
elapsed from the end of projects. Nor did 
it yield any information on the actual total 
costs of projects and the funding provided 
by others. 


Effectiveness Measurement and 
Reporting 


A preliminary evaluation of TJF was 
completed in 1998; an evaluation 
planned for 2000 did not proceed 


11.209 A Phase I evaluation of TJF dealt 
with the early stages of the program’s 
activities and was completed in October 
1998. The evaluation concluded that TJF 
was expected to create 29,500 new jobs by 
the end of March 1999. The Department 
stated further, “It is estimated that, 
without TJF, 22,000 of these jobs would 
not have been created.” 


11.210 We assessed the methodology 
and results of the 1998 evaluation of TJF. 
In part because it was a preliminary 
evaluation, we found limitations in it. 
These limitations are all the more 
important given that a more in-depth 
Phase II evaluation of the program (and 
CJF), which was to have been carried out 
in 2000, did not proceed. 


Limitations in the 1998 evaluation 


11.211 The 1998 evaluation did not 
examine the adequacy of the approach to 
targeting program activities in local areas 
of high unemployment. Nor did it consider 
such issues as the possible displacement 
effects of the program, including the 
possibility that publicly funded subsidies 
had allowed some private sector firms to 
hire workers away from other employers. 
Further, the evaluation did not base its 
cost-per-job analysis on all federal 
programs involved in funding TJF 


projects. Because the 1998 evaluation was 
completed early in the life of the program, 
the Department was unable to estimate its 
impact on future Employment Insurance 
claims of workers hired during the 
program. It was also unable to examine 
adequately the sustainability of jobs 
associated with funded projects. These 
issues were to have been examined in the 
Phase IJ evaluation. 


11.212 The Department’s estimates of 
TJF’s employment impacts were based 
primarily on a telephone survey of 
employers, which required employers to 
assess the program’s results at the project 
level. The evaluation aggregated these 
results to represent the program as a 
whole. Part of our assessment of the 
Department’s evaluation methodology 
included a brief telephone follow-up of 
some sponsors in our TJF sample. In most 
cases, we found that sponsors had 
difficulty isolating the impact of the 
HRDC funding either on the progress of 
the project itself or on the number of jobs 
that were created. 


11.213 We concluded that because of the 
difficulty of measuring job creation 
effects, it would have been important for 
the Department to corroborate employers’ 
self-assessments with other information. 
The 1998 evaluation clearly identified a 
test to corroborate the existence of TJF’s 
job creation effects. The report noted that 
information on whether or not project 
sponsors used TJF funds as a last resort 
would help in measuring the program’s 
incremental effects — that is, the extent to 
which the program led to the creation of 
jobs that would not otherwise have been 
created. 


11.214 This test would have required 
assessing whether project applicants had 
exhausted all other financing possibilities 
before obtaining TJF funding. In our 
judgment, the test is an important one; 
indeed, the Department incorporated it in 
the operational guidelines of the 
subsequent CJF program. However, the 
Department did not examine this issue in 
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its telephone survey of employers. It told 
us that it did not do so because by the time 
it became aware of the test, it was too late 
to incorporate it in the survey. 


The evaluation approach resulted in an 
overestimate of incremental job 
creation 


11.215 The Department focussed 
strongly on assessing TJF’s effects in 
triggering projects that would not 
otherwise have occurred or, alternatively, 
in expanding projects that would have 
proceeded anyway without TJF funding. 


11.216 The Department’s telephone 
survey showed that some projects would 
have gone ahead without TJF assistance 
(42 percent of the projects surveyed) but 
that in about half of those cases, TJF had 
triggered an expansion of the project and 
of its employment creation. However, the 
evaluation report indicates that in 
measuring the incremental employment 
effect, all employment associated with the 
expanded projects was treated as 
incremental — not just the jobs related to 
the additional activity stimulated by TJF. 


11.217 The result of this approach was 
that the incremental job creation effect of 
TJF was overstated as presented in the 
evaluation and reported by the 
Department to Parliament. 


11.218 The Department undertook a 
subsequent internal study in early 2000, 
again based on contacts with employers. 
The results of this study generally 
supported the initial total figure of about 
30,000 jobs but did not address the 
estimated 22,000 incremental jobs. Yet it 
is this latter measure that is key to judging 
the program’s effectiveness. 


We could not confirm the program’s 
effectiveness 


11.219 We sought to confirm the 

program’s longer-term impacts. We based 
our analysis on the Department’s estimate, 
derived from its program data, that over a 
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three-year period the program’s 
expenditures of about $300 million had 
leveraged almost $3 billion in project 
activities in the targeted areas. We also 
took into account the view expressed in 
the 1998 evaluation that TJF had the 
potential to bring considerable economic 
relief to communities experiencing high 
unemployment. 


11.220 We assessed the links between 
estimates of jobs generated by projects 
and estimates of total project 
expenditures. We noted that a small 
number of projects exercised a strong 
influence on the total leverage estimates 
for the program, with some estimated 
leverage as high as $700 per dollar of TJF 
expenditure. In contrast, some 50 percent 
of projects had leverage of less than 

$3 per dollar of TJF expenditure. 


11.221 Much of the data on total project 
expenditures in the Department’s program 
database was of poor quality. Where the 
data appeared more reliable (in about half 
the projects), we found a close 
relationship between the numbers of jobs 
at the project level and the TJF 
contribution, even though on average TJF 
accounted for only about 10 percent of the 
funding received by a project. This 
finding appears to reflect HRDC’s 
approach to funding projects while 
meeting administrative guidelines related 
to TJF cost-per-job. 


11.222 However, we found that funding 
provided by other partners and project 
sponsors was of little use in explaining the 
number of jobs at the project level. This 
finding raises questions about the 
reliability of the information available to 
the Department on the leverage of funds 
achieved by the program. 


11.223 Finally, we analyzed the program 
data provided to us by the Department in 
combination with Statistics Canada’s 
Labour Force Survey data. While we 
identified a number of problems in the 
quality of program data, the estimated 

$3 billion in total project spending over 
three years — if it occurred to the extent 
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claimed by sponsors in project 
applications — should have been of 
identifiable benefit to local economies and 
their labour markets. However, we could 
find no evidence that the leveraged 
spending estimated was associated with 
longer-term improvements in general 
employment and in unemployment 
conditions in the areas targeted by the 
program. 


Concluding Comments 


11.224 We found weaknesses in many 
aspects of the management control 
framework of the Transitional Jobs Fund 
and, to a lesser degree, the Canada Jobs 
Fund. In addition, we found that the 
measurement of results to support learning 
and accountability was deficient. 


11.225 Many program officers and other 
employees told us of problems in the 
Department’s capacity and in their own 
ability to deliver TJF properly. The 
Department acknowledged these 
difficulties when it specifically asked 
Treasury Board to provide the CJF with 
Operating resources to help ensure its 
effective delivery and monitoring. 


11.226 The Department delegated full 
responsibility for the delivery of these 


programs to its regions, with little central 
monitoring to ensure consistency and 
compliance with the programs’ terms and 
conditions. Similarly, at the regional level 
we found little monitoring of the quality 
and consistency of decisions. The regional 
offices played a mainly advisory role and 
focussed on controlling the regional 
program budgets. 


11.227 Project officers we spoke to 
welcome the new tools and training being 
developed to support them in their work. 
We could also see some signs of 
improvement in the delivery of CJF 
projects approved late in 1999 and in 
2000. Files were better documented, 
agreements were more comprehensive, 
financial controls were stronger and 
projects were monitored more closely. 


11.228 The Transitional Jobs Fund ended 
on 31 March 1999. On 22 June 2000, the 
Minister of Human Resources 
Development Canada announced that the 
Canada Jobs Fund would be terminated. 
The Minister added that all applications 
with business plans received in HRDC 
local offices by 22 June 2000 would be 
processed in the normal manner, but that 
applications received after that time would 
not be considered. 
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Program Description 


11.229 In 1996, the youth unemployment 
rate was nearly double that of other age 
groups in the labour force. In its June 
1996 report, Take on the Future, Canadian 
Youth in the World of Work, the federal 
task force on youth indicated that due to 
their lack of experience, youth face their 
greatest challenge in getting a first job. 


11.230 Following the1996 Speech from 
the Throne, which outlined the 
employment-related difficulties faced by 
youth, the government announced its 
Youth Employment Strategy to work with 
partners and help young people acquire 
work experience that would allow a 
transition from school to work. As part of 
the Strategy, HRDC launched its Youth 
Employment Initiatives in 1997. Through 
partnerships with business, labour, 
industry, not-for-profit organizations, 
communities, and other levels of 
government, these initiatives were aimed 
at helping youth prepare for, obtain and 
maintain employment, thus helping them 
make the transition into the labour market. 


11.231 Ina February 1997 decision of 
the Treasury Board, the government 
approved new consolidated terms and 
conditions for HRDC’s Youth 
Employment Initiatives. The Youth 
Internship Canada (YIC) Program is one 
of four main activities of HRDC’s Youth 
Employment Initiatives. YIC is a 
consolidation of existing programs, under 
the new terms and conditions approved by 
the Treasury Board in its 1997 decision. 


11.232 As outlined in the Treasury Board 
decision, the overall objective of Youth 
Employment Initiatives is to assist youth 
in preparing for, obtaining and 
maintaining employment, and in making a 
successful transition into the labour 
market, thereby resulting in increased 
employment. The aim of YIC, as outlined 
in the program’s operational guidelines, is 
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to help youth who are unable to get a job 
without assistance. 


11.233 Under the program, HRDC 
provides contribution funds to private, 
public and not-for-profit organizations to 
develop projects that help youth enhance 
their skills and gain work experience 
through internship opportunities. YIC 
measures its performance by two 
indicators: youth employed after the 
internship, and youth who return to 
school. The program is funded through 
annual appropriations from Parliament; 
expenditures from 1997-98 to 1999-2000 
are shown in Exhibit 11.12. 


11.234 HRDC contributions to 
employers or sponsor organizations 
subsidize the overhead and wage costs of 
hiring youth for internships. In some large 
projects, a sponsor organization is 
responsible for recruiting participants and 
placing them with employers. The 
participants then receive on-the-job 
training from employers. In a one-to-one 
intervention (one participant to one 
employer), the employer recruits the 
participant, receives contribution funding 
and provides on-the-job training. In some 
cases, recruitment of either sponsors or 
participants has been outsourced to third 
parties. In any case, at the end of the 
internship, participants are expected to 
either become employed or return to 
school. Exhibit 11.13 provides some 
examples of the range of projects funded 
by YIC. 


11.235 Human Resource Centres of 
Canada (HRCCs) administer most YIC 
projects. The exceptions are some large 
projects administered by HRDC regional 
offices or headquarters. 


The aim of the Youth 
Internship Canada 
(YIC) program is to 
help youth who are 
unable to get a job 
without assistance. 


[ Exhibit 11.12 


Expenditures from 1997-98 to 1999-2000 

Expenditures 
1998-1999 $ 105,740,000 
1999-2000 $ 74,356,000* 


* Budgeted expenditures 


Source: Departmental records 
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Program Design participate. Based on these criteria, a 
broad range of individuals could qualify. 


11.236 The key elements of the 


program’s design are set out in its 11.239 We found that some project 
operational guidelines. Exhibit 11.14 officers imposed less stringent 
provides a summary of those elements. requirements than others in selecting 


projects for funding. In some cases, new 
Broad application of eligibility criteria graduates from colleges and universities 
were assisted. In others, only those facing 
multiple barriers were considered. The 
Department told us that in part this 
reflects regional diversity among labour 


11.237 The program’s criteria for 
eligibility of sponsors are broad and 


: ; straightforward. We found no problems in 
Project officers were their application. 


; : markets. 
not given guidance on 44.538 As shown in Exhibit 11.14, YIC 
how to interpret the has three criteria for participant eligibility: 11.240 We noted that project officers 
0S) cea arr individuals are normally under the age of | were not given guidance on how to 

participant eligibility 30 and have not made the transition into interpret th ici igibili iteri 
Z pret the participant eligibility criteria 

criteria. the labour market, are unemployed or to ensure their consistent application — 
underemployed, and are eligible to work for example, guidance on the definition of 
in Canada. YIC places greater emphasis underemployment and the evidence 
on youth at risk (youth facing multiple needed to indicate an inability to get a job 
barriers to employment; for example, without assistance. In our view, this 
youth who have not completed high guidance is particularly important in a 
school, single-parent youth, Aboriginal program such as YIC, where selecting 
youth and street youth). However, other youth who need no assistance may provide 
youth having difficulty making the better apparent results (when measured in 
transition to employment are also able to terms of retained employment) than 

; [ 

Exhibit 11.13 | 1. Asmall project (up to $10,100) 

Youth Internship Canada A small company needs a delivery driver for its operations. Funds are requested by the company to 

Projects - Examples help pay for wages to hire an unemployed youth for a three-month internship as a delivery driver. 


The youth’s experience with the company should result in increased skills and work experience to 
help the participant gain employment. HRDC’s contribution amounts to 40 percent of the wage 
| costs, with the employer contributing 60 percent. 


| 2. A large project (over $10,100) 


A non-profit social service organization wants to provide skills development and work experience 
in business entrepreneurial skills to unemployed or underemployed youth who are recent Canadians 
having difficulty making the transition into the Canadian labour market. The organization provides 
a program designed to enable young entrepreneurs from all ethnic and cultural backgrounds to 
develop the skills they need in order to establish and operate a small business. HRDC’s 

| contribution pays for almost all program costs, which include staff wages, overhead, course costs 
and income support for participants. Other contributions, including in-kind contributions, are to be 

| provided by community professionals. This project will provide six-month internships to more than 
30 youth participants. 


3. A high-value project (over $606,000) 


A retail store dealership association wants to create a large complement of first time job entrants. 
The project will provide internships to unemployed or underemployed youth, including those in the 
rural areas, to acquire basic customer service and entry-level selling skills. These skills should be 
transferable to future employment opportunities. HRDC’s contribution (33 percent) funds wage and 
overhead costs for the project. This project will provide about 1,000 internships. 


Source: Departmental records 
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selecting youth who are having difficulty 
making the transition to employment. 


11.241 Exhibit 11.15 describes a case 
where the project did not clearly meet the 
program’s overall aim of helping youth 
who are unable to get a job without 
assistance. 


Some limitation in content of 
promotional information 


11.242 HRDC disseminates information 
on YIC in several ways. At national 
headquarters, the Department developed 
documentation (fact sheets, an overview 
pamphlet) providing program information, 
primarily to prospective sponsors and 
employers. HRDC’s Web sites also 
provide information on its youth 
initiatives, including YIC. In addition, a 
1-800 information line responds to 
enquiries about youth programs. 


11.243 We found some limitations in the 
content of the promotional material. 
Documents provide generic information 
about the program to prospective 
sponsors, employers and participants, but 
they do not include information such as 
the expected results of the program 
(become employed or return to school), 
target groups (youth at risk) and more 
specific eligibility requirements for 
participants (including a definition of 
“underemployment”). The documents 
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direct youth and prospective sponsors to 
local HRCCs for additional information. 


Project Selection and Approval 


Lack of rationale to support selection 
and recommendation for approval 


11.244 For each YIC project, we 
expected to find something on the project 
file that constituted a request to HRDC for 
the contribution — including information 
on the activities to be carried out over a 
specified period of time, the amount of 
funding requested, and the results to be 
achieved. For the larger projects, we 
expected that applicants would submit a 
proposal with their application. We did 
not expect to find as much information on 
small projects, but we did expect to find at 
least a letter from the applicant setting out 
the key information. 


11.245 We also expected to find an 
assessment of the request for funding 
completed by the HRDC project officer, 
and a signed recommendation (with 
accompanying rationale) for approval. We 
expected that the rationale for 
recommending approval would indicate 
how the project would contribute to 
achieving the program’s objectives. 
Again, we expected that the depth of 
supporting analysis would vary with the 
size and complexity of the proposed 
project. 


_ Program Aim 


To help youth who are unable to get a job without 
assistance 


_ Success Indicators 


Youth clients employed (includes self-employed) 
Youth clients return to school 


Eligibility Criteria for Sponsors 


| 


Private, public and non-governmental organizations 


Eligibility Criteria for Participants 


Unemployed or underemployed youth (normally under the 
age of 30) who have not made the transition into the labour 


market 


Legally entitled to work in Canada 


Emphasis on assisting the needs of youth at risk (youth 


facing multiple barriers to employment) 
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Exhibit 11.14 


Youth Internship Canada - Key 
Elements 


Source: HRDC Youth 
Employment Initiatives 
Operational Guidelines, 

August 1998 
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In only five percent of 
the larger YIC projects 
was there evidence 
that proposals had 
been assessed or 
analyzed. 


Exhibit 11.15 


Inconsistent With Program’s 
Aims - UBI Soft 
Divertissements Inc., Montreal, 
Quebec 


Source: Analysis based on 
departmental records and 
interviews with HRDC staff 


11.246 Our review found several 
deficiencies: 


- An application, a proposal or other 
documentation was missing for nearly half 
of the small projects (up to $10,100) and 
38 percent of the larger projects (over 
$10,100). It is not clear in those cases 
whether sponsors applying for YIC 
funding had submitted any documentation 
to support their requests. 


* Reflecting the limited documentation 
of the funding requests, we found a 
frequent lack of assessment or analysis by 
HRDC project officers to support their 
recommendations to approve project 
funding. In only five percent of the larger 
projects was there evidence that proposals 
had been assessed or analyzed. In 
82 percent of the small projects, no 
rationale was provided for why the project 
should be funded. 


¢ We found no indication that the 
possible need for an environmental 
assessment had been considered or that 
any sponsors had been checked to see 
whether they had debts outstanding to 
HRDC. 


¢ Furthermore, we found that in 
40 percent of the larger projects and 
56 percent of the smaller projects, the 


project officer had not signed or dated the 
recommendation for approval. 


11.247 A supporting rationale for 
recommending approval, including an 
explanation of how the project will 
support the program’s objectives, would 
help provide assurance to those approving 
the project that program funds will be 
used for the specific purposes intended. 


Deficiencies in the project approval 
process 


11.248 We expected to find that persons 
with appropriate authority had approved 
the projects. We found that 30 percent of 
the larger projects and over half of the 
smaller projects had no approvals on file. 
Of the remainder, 89 percent of the larger 
projects had been approved by persons 
with delegated authority, as had 

82 percent of the smaller projects. 


11.249 We also expected to see a clear 
assignment and acceptance of 
responsibility for decision making. In 
some cases, where recruitment of potential 
sponsors or participants had been 
outsourced to third parties, we found that 
it was the third-party representative who 
had signed the formal recommendation for 
approval. This was the responsibility of 
HRDC officials. 


In this project, YIC funds were used to assist an employer in the computer software industry to 
expand operations in Canada. HRDC agreed to provide a 33.3 percent wage subsidy to assist in 
creating about 120 jobs; this represented a financial commitment of $2.3 million. Other proposed 
funding for the project included $1.2 million from the provincial government. 


In discussions with regional HRDC officials, we questioned whether this project fully met the YIC 
eligibility criteria. HRDC officials told us that because of the limited availability of other program 
alternatives to the Department, the YIC program had been used as part of a financial package to 
assist an employer to expand into the local area. 


In our judgment, the primary focus of this project was on economic development and job creation, 


rather than on providing needed assistance to youth facing difficulties in making the transition into 
the job market. 


In the Department’s view, the records demonstrate that participants in this project met the eligibility 
criteria of being unemployed or underemployed. 


We could find no evidence in the project documentation that individuals selected for assistance 
were experiencing “transition” problems. Neither was there any assessment on the project file to 
indicate how internships under the program would help the participants. 
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11.250 We also found one large project 
whose approval was not based on the 
established procedures (see Exhibit 

11.16). Although the Department requires 
applications and proposals to be submitted 
to the local HRCC, in this case the request 
for funding was made direct to the 
Minister’s office. We found no evidence 
of an assessment against criteria having 
been completed to support the 
recommendation for ministerial approval. 


Financial Management and 
Control 


Lack of consistency in contribution 
agreements 


11.251 Contribution agreements were in 
place for all projects, and persons with the 
appropriate delegated authority had signed 
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them. However, there was a lack of 
consistency in the agreement templates 
used across the YIC program. Some 
projects used the agreement template of 
Youth Employment Initiatives, but many 
used agreements designed for other 
programs, such as Targeted Wage 
Subsidies, Job Opportunities for Youth, 
and the Canadian Jobs Strategy. This 
resulted in terms and conditions that 
differed among contribution agreements, 
for no apparent reason. For example, we 
found that in some agreements there was 
no reference to such standard provisions 
as those relating to conflict-of-interest 
codes and the need to repay debts owed to 
the Department. 


11.252 Where agreements were 
amended, most amendments were 
supported by appropriate rationales. 


In February 1999, HRDC approved funding of $750,000 to support the 1999 Brott Summer Music 
Festival in Hamilton for the National Academy Orchestra. The Brott Music Festival received 
$300,000 in funding from HRDC in 1997, $450,000 in 1998 and $750,000 in 1999. The 1999 
Music Festival received additional funding of about $534,000 from other sources, including 
Heritage Canada and various non-federal partners. 


Information on file shows that a letter of request for funding was sent to the Minister’s office on 
7 October 1998. The project files contain no record of assessment against eligibility criteria. A 


The project’s purpose was to prepare young orchestral musicians from across Canada to enter the 
field of professional music. The expected outcome was that a minimum of 75 percent of the 45 
participants would find and keep full-time employment in orchestral music. 


Exhibit 11.16 


Approval Not Based on 
Established Procedures - The 
1999 Brott Music Festival, 
Hamilton, Ontario 


25 January 1999 recommendation for approval from HRDC’s Ontario regional office notes, “This is 
a pan-Canadian project which received ministerial approval upon direct request from the sponsor.” 
The Minister signed the approval on 1 February 1999. 


Information in project files indicates that regional and local HRDC officials have consistently been 
of the view that this project does not meet eligibility criteria as it does not create permanent 
employment and provides only limited experience for participants. Follow-up of the 1999 project 
by project officers indicated that a quarter to a third were repeat participants, having been involved 
in previous music festivals funded in part by HRDC. The follow-up also indicated that most of 
those who had completed the program were either freelancing or self-employed. 


The project was funded again the next year. In October 1999, the sponsor sent a letter of request to 
the Minister’s office for funding of $791,700. Upon request, the sponsor submitted a proposal for 
assessment by HRDC headquarters officials, who recommended funding of $460,000 with new 
stipulations to limit the cost per participant and overhead costs. However, although headquarters’ 
analysis indicated that only first-time participants would be eligible, this requirement was not 
included in the terms and conditions of the contribution agreement. In June 2000, the Minister 
approved the recommended funding. 


The Department told us that the issue of repeat participants for the 2000 project will be addressed 
through regular monitoring. 
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Source: Analysis based on 
departmental records and 
interviews with HRDC staff 
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Project payments were 
not handled properly 
in almost 60 percent of 
YIC projects. 


Exhibit 11.17 


Youth Internship Canada - 
Monthly Expenditures 


1997-98 to 1999-00 


Source: Departmental records 


Deficiencies in the financial 
management of small and large projects 


11.253 Youth Internship Canada is a 
contribution program. The payment of 
federal funds is therefore dependent on the 
meeting of performance conditions and on 
compliance with the terms and conditions 
of the contribution agreements. This 
requires appropriate financial 
management and controls, including 
claims from sponsors to support the 
payments made, review of appropriate 
information to support the approval of 
payments, and approval of payments 
provided in accordance with the 
requirements of the Financial 
Administration Act. 


11.254 We found that project payments 
were not handled properly in 60 percent of 
the smaller projects and 58 percent of the 
larger projects. These included payments 
that were not based on claims, expense 
claims that were not reviewed and 
certified by appropriate officers, and 
expenditures that were reimbursed without 
evidence that supporting information had 
been reviewed. 


11.255 Advances were made to 

70 percent of larger projects. In 28 percent 
of these projects, we found deficiencies in 
the handling of advances. These included 
advances that were not in accordance with 
cash flow forecasts. In addition, funds 
continued to be advanced to some projects 


($ thousands) 


0 


March 
1997 


September 
1997 


March 
1998 


September 
1998 


even though the actual expenditures or 
claims were well below the amounts 
already advanced. Where large amounts 
were advanced — in a departure from the 
Treasury Board policy — the interest due 
the Crown was not accounted for. We also 
found cases where money was advanced 
inappropriately at year-end, apparently to 
avoid lapsing the funds. Our analysis of 
monthly YIC expenditures shows a 
spending increase in March of each fiscal 
year from 1997-98 to 1999-2000 (see 
Exhibit 11.17). 


Activity and financial monitoring was 
not systematic or rigorous 


11.256 In the larger projects, we 
expected to see rigorous and systematic 
monitoring of projects, in accordance with 
monitoring plans based on assessed risk. 
We expected monitoring to include 
activity and financial components — 
activity monitoring to ensure that the 
project was achieving planned results and 
was likely to conclude successfully, and 
financial monitoring to ensure that funds 
were being spent according to the terms 
and conditions of the agreement. We also 
expected proper documentation of on-site 
monitoring visits. In smaller projects, we 
did not expect to see anything more than 
off-site review of relevant documentation. 


11.257 We found that: 


« almost none of the larger projects 
had monitoring plans; 


March 
1999 


March 
2000 


September 
1999 
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* on-site monitoring (consultation with 
sponsors, review of financial records and 
books) was not evident in 62 percent of 
the larger projects, and 29 percent of those 
did not show evidence of even off-site 
monitoring (review of progress and 
activity reports, correspondence, records 
of telephone calls); and 


* only half of the smaller projects had 
evidence of off-site monitoring. 


Project Results 


11.258 Information on the performance 
of projects is needed to draw lessons for 
future project selection and to provide a 
basis for accountability within the 
Department and beyond. 


11.259 YIC measures its success by two 
indicators — namely, youth clients who 
are employed after the internship, and 
youth clients who return to school. We 
expected to see information on actual 
results against planned targets documented 
in each project file. 


Limited information on results against 
targets 


11.260 Planned results of projects were 
generally defined in measurable terms 
(that is, the number of participants 
expected to acquire employment as a 
result of the internship or expected to 
return to school). However, the 
information on actual results was limited. 
In 59 percent of larger projects and 

86 percent of smaller projects, the project 
files did not record actual results. For 

58 percent of larger projects, we also 
found such information was missing from 
the departmental information system that, 
among other things, records the results of 
projects. Where results were available in 
the information system, they were not 
consistent with those in the project files. 
Furthermore, project officers told us that 
they did not have ready access to 
integrated information in the Department’s 
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information systems to help them manage 
their projects. 


11.261 Information on results needs to 
be input regularly to departmental 
information systems. Project officers also 
require on-line access to information to 
track the project’s status and performance. 
Many told us that an integrated system is 
needed to collect and disseminate 
performance information as well as 
financial information for sharing at local, 
regional and national levels. 


11.262 We were concerned to find that in 
three cases among the seven high-value 
(over $606,000) projects we reviewed, 
information on results achieved was not 
recorded in the project file. Further, in one 
of these cases the departmental 
information system had no information on 
results (see Exhibit 11.18). 


Effectiveness Measurement and 
Reporting 


Recently completed evaluation shows 
some positive results 


11.263 A program evaluation of Youth 
Internship Canada was completed in 
August 2000. The evaluation reported 
some positive findings. Compared with a 
matched group that had not participated in 
the program, program participants 
recorded increased employability and 
earnings in the year following their 
participation. Employability was reported 
up by 11 percentage points and annual 
earnings up by about $3,000. 


11.264 A large majority (85 percent) of 
participants indicated that in the month 
preceding their internships they had been 
very interested in finding full-time 
employment. However, 68 percent of 
participants said they could have found 
employment without participating in the 
internship, and 49 percent said they could 
have found a job closely related to their 
career goals. Of the 37 percent who had 
been employed in the week immediately 
before the internship, 62 percent 


On-site monitoring 
was not evident in 62 
percent of larger YIC 
projects, and 29 
percent of those did 
not show evidence of 
even off-site 
monitoring. 


Information on project 
results was limited — 
59 percent of larger 
YIC projects and 86 
percent of smaller 
projects had no record 
of actual results in 
project files. 


A recent evaluation 
shows that the YIC 
program participants 
recorded increased 
employability and 
earnings in the year 
following their 
participation. 
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Project officers faced 
several challenges — 
including direction, 
supervision and 
training. 


Exhibit 11.18 


Information on Results — 
High-Value Projects 


Source: Analysis based on 
departmental records 


considered themselves to have been 
underemployed. 


11.265 The evaluation also reported that 
79 percent of the participants met at least 
one of the following conditions for 
program assistance: 


- did not graduate from high school; 


* were unemployed immediately prior 
to the program; or 


* considered themselves to have been 
underemployed in the week prior to the 
internship or in the previous 12 months. 


11.266 The evaluation’s approach was 
based on analysis of a comparison group. 
The survey of the comparison group 
showed a lack of awareness about the 
availability of the YIC program. Only 

19 percent said they were aware, or 
somewhat aware, of the program. This 
figure is consistent with our observations 
on limited promotional information 
(paragraphs 11.242 and 11.243). 


11.267 We reviewed the approach used 
in the evaluation and concluded that it was 
sound. However, our audit identified two 
key areas that we believe deserve to be 
addressed more explicitly in future 
evaluations: 


¢ whether the program’s current 
procedures ensure equal access to program 
assistance by eligible youth clients and 
sponsors; and ° 


* negative unintended effects when the 
program is used to provide employers with 
the financial benefits of wage subsidies 
rather than to provide assistance to youth 
having difficulties in the labour market. 


Issues at the field level 


11.268 As part of our audit, we 
interviewed project officers and others 
involved at the field level in delivering 
YIC as well as other grant and 
contribution programs. Several challenges 
faced by project officers surfaced in these 
discussions. 


- Downsizing and devolution. When 
the Department was downsized and 
programs and services were devolved to 
the provinces and other organizations, 
many project officers left the Department. 
There was a corresponding loss of 
corporate memory and experience. 
Experienced project officers were 
sometimes replaced by displaced 
counsellors who had little or no 
experience in project management. 


Saskatchewan Indian Training and Assessment Group Inc. (over $1.1 million) 


This project was to assist 112 First Nations’ youth who were out of school and unemployed to make 
the transition from school to work, by providing them with relevant work experience and personal 
and work-related skills development. The project was to be completed over a seven-month period 
from 1 September 1998 to 31 March 1999. The results achieved by this project were not recorded 
on file or in the departmental information system. 


UBI Soft Divertissements Inc. (over $2.3 million) 


HRDC provided a wage subsidy to a computer software company over an 11-month period to 
March 1999 to assist 242 participants and to create about 120 full-time jobs. However, there is no 
information in the project file on how many youth attained full-time employment or returned to 
school. The departmental information system shows only that 180 were employed. 


Public Technologies Multimedia Inc. (about $740,000) 


This project was to create permanent employment for 79 youth who had formal training in 

multimedia but needed practical experience. The project was completed in June 1999, but there is 
no information in the project file on how many youth found permanent employment as a result of 
the YIC intervention or returned to school. The departmental information system shows only that 


73 youth were employed. 
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- Direction from regional offices. 
Many program officers at regional offices 
also left. In some cases, regional officers 
were not available to provide advice to 
local HRCC project officers. Where 
advice was given, we were told that it was 
not always consistent. 


* Lack of supervision. Also as a result 
of downsizing, the manager level was 
eliminated. This was intended to result in 
“empowerment” to work as teams on 
resolving problems. However, it left some 
project officers without day-to-day 
support, as directors were not always 
available to provide detailed guidance. 
The lack of direction and leadership only 
left project officers more frustrated when 
they were unable to resolve problems. 


+ Training. In general, there was no 
mandatory training for project officers, 
including those without project 
management experience. Project officers 
often had to learn on the job from 
unofficial mentors or more experienced 
project officers and ad hoc training. Some 
of them indicated that poor practices had 
continued as a result. 


+ Systems support. Information 
systems were not integrated to provide 
overall project information. Information 
on project status was available only 
through regional offices. Although local 
HRCC project officers input the data, they 
had no access to integrated information. 
Because project officers lacked integrated 
information to help manage their projects, 
they had to develop local systems — a 
duplication of effort. 


+ Administrative support. Project 
officers indicated that they needed more 
clerical and administrative support to 
carry Out routine tasks so they could 
devote more effort to managing and 
monitoring projects and could engage in 
the community networking that the 
program requires. 


11.269 Many project officers told us that 
the 1999 internal audit had had some 
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positive effects. They felt that their jobs 
were now perceived as more important, 
and they were looking forward to 
receiving more training. However, they 
were also frustrated with the workload 
that resulted from the Department-wide 
file review. In some cases, they had to put 
applications on hold until the file review 
was over. Some project officers were 
demoralized because they feared that they 
would lose some of their responsibilities, 
and some feared impending changes that 
could result in restructuring and 
reclassification of their jobs. More 
important, they felt they were being 
blamed for the mismanagement of grants 
and contributions, when in many cases it 
had been beyond their control. 


Concluding Comments 


11.270 We concluded that there were 
significant weaknesses in the management 
control framework for Youth Internship 
Canada in the period up to December 
1999. Assessments of funding requests, 
which would have served as a sound basis 
for selecting the projects most likely to 
achieve the program objectives, were 
frequently missing. There were serious 
deficiencies in the financial management 
and control of projects, including lack of 
compliance with Treasury Board policy 
and requirements of the Financial 
Administration Act. In a large proportion 
of cases, project payments and advances 
were not handled properly and projects 
were not monitored adequately. 


11.271 Planned project results were 
generally defined in measurable terms, but 
in many YIC projects, information on 
results was not on file or was otherwise 
not available. An evaluation of the 
program was completed in August 2000 
and it reported some positive results. We 
concluded that the methodology used in 
the evaluation was sound. 


Action to address the deficiencies 


11.272 We audited YIC projects that had 
been completed by the end of December 
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1999. Therefore, we did not expect to see corrective action the Department has 


the effects of the corrective action the taken and plans to take addresses the 
Department took under its Six-Point deficiencies we found in our audit of YIC 
Action Plan and under other initiatives projects. We report the results of our 
following its 1999 internal audit. detailed examination of the Department’s 
However, our assessment is that the corrective action in Part I of this chapter. 
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Social Development 
Partnerships 


Program Description 


11.273 The Social Development 
Partnerships Program (SDPP) is a research 
and development program that supports 
activities of the social not-for-profit 
sector. The program comprises several 
subprograms that provide funding to 
volunteer social service organizations and 
disability organizations assisting 
disadvantaged individuals. 


11.274 The SDPP provides funding to 
projects that develop and test models 
designed to improve individuals’ capacity 
for full participation in society and to 
strengthen related services provided in 
communities. The program also funds 
projects that develop and distribute 
information to client groups and key 
decision-makers at the policy, program 
development and delivery levels. Finally, 
SDPP provides organizational support 
funding for specified periods of time to 
selected national volunteer organizations 
that support activities consistent with 
HRDC’s mandate. 


11.275 The SDPP uses grants as well as 
contributions. Most of the support it 
delivers is in the form of contributions to 
projects that focus on developing social 
service models and delivery or developing 
capacity in the voluntary sector to 
represent marginalized and vulnerable 
communities and provide them with social 
services. Grants are provided to help 
national social service and national 
disability organizations build their 
capacity to promote their members’ 
interests. 


11.276 The total program expenditure on 
grants and contributions in 1998-99 was 
$14.4 million ($5 million in grants and 
$9.4 million in contributions). The budget 
for 1999-2000 was $15.1 million ($5.6 
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million in grants and $9.5 million in 
contributions). 


Program Design 


11.277 In February 1998, the Treasury 
Board approved the terms and conditions 
of the Social Development Partnerships 
Program. The terms and conditions 
identify activities and classes of recipients 
that are eligible for funding support. In 
addition, they outline provisions dealing 
with eligible expenses, maximum funding 
support and methods of payment, along 
with standard requirements for audit, 
evaluation, and accountability. 


The Social 
Development 


11.278 These new terms and conditions 
consolidated and streamlined the elements 
of the various program authorities that had 
previously existed under other federal 
departments. Until 1993, the National 
Welfare Grants program operated within 
the Department of National Health and 
Welfare; the Disabled Persons 
Participation Program was under the 
mandate of the Department of the 
Secretary of State. With the reorganization 
of government in 1993, these programs 
fell under the mandate of Human 
Resources Development Canada. 


contributions. 


11.279 Many of the projects we 
examined in our audit had begun under 
these previous programs and continued to 
operate under the related authorities and 
guidelines, rather than the terms and 
conditions approved for the SDPP in 1998. 


Reasons for using either a grant or a 
contribution are not clear 


11.280 We found that the program’s 
terms and conditions do not clearly 
identify situations where a grant would be 
more appropriate than a contribution. We 
noted, for example, that building a 
community’s capacity to meet social 
development needs was funded through 
contribution agreements. At the same 
time, building an organization’s capacity 
to assist the disadvantaged was funded 
with grants. The reasons for this 
difference are not clear. 


Partnerships Program 
(SDPP) supports 

activities of the social 
not-for-profit sector. It 
uses grants as well as 


Report of the Auditor General of Canada - October 2000 


11-63 


ee 
Human Resources Development Canada — Grants and Contributions 


The SDP program’s 
terms and conditions 
describe eligible 
activities in very broad 
terms. 


11.281 Because grants are unconditional 
payments, they involve less stringent 
requirements for accountability (see Part I 
of this chapter, paragraph 11.13). We 
therefore believe that grants need to be 
reserved for situations where it is 
demonstrably appropriate for transfer 
payments to be unconditional. The 
program material provided in response to 
our specific questions did not contain any 
information on the rationale for using 
grants instead of contributions in any of 
the activities under this program. 


Operational guidance to project officers 
is lacking 


11.282 While classes of eligible 
recipients are clearly identified in the 
program’s terms and conditions, eligible 
activities are described only in very broad 
terms. For example, the terms and 
conditions state, “Activities eligible for 
support under the program include a wide 
range of pursuits and include, but are not 
limited to, applied research, development, 
and capacity building.” The statement is 
essentially open-ended, with no clear 
limits on activities that can be funded. 
HRDC officials told us that the eligibility 
criteria were intentionally formulated to 
be broad because of the inherent difficulty 
of defining concepts such as community 
capacity, as well as the desire to allow for 
negotiation with project applicants. 


11.283 Except for the program’s formal 
terms and conditions, the only guidance 
available to project officers is contained in 
guides for project applications. These tell 
applicants how to make project proposals 
and submit applications. In our view, the 
guides are not adequate substitutes for 
Operational guidance aimed specifically at 
helping those who administer the 
program, partly because they do not cover 
the range of administrative issues 
involved. This was confirmed in our 
detailed discussions with project officers 
about the contents of individual project 
files and related program activities. 


11-64 


11.284 The project application guides 
refer to additional “funding priorities”. 
For example, one of the funding priorities 
relates to “social services or social 
development projects that target 
vulnerable populations and are national in 
scope”; these include “research, public 
education, successful models, pilots, 
advocacy, and conferences.” Key concepts 
are mentioned, such as social services and 
social development, but are not clarified. 
The guide for project applications by 
national organizations states, “Projects 
need to be...consistent with HRDC 
guidelines and limitations” — but it does 
not make clear what these guidelines and 
limitations are. 


11.285 While we recognize the need to 
maintain a degree of flexibility, we 
believe that operational guidance directed 
specifically to project officers would help 
ensure that eligibility criteria are applied 
with discernment to achieve program 
objectives. 


Program objectives are not defined in 
terms of results 


11.286 The program’s terms and 
conditions include a statement of its 
objectives. The SDPP is described as a 
research and development program that 
supports activities to identify, develop and 
promote nationally significant best 
practices and models of service delivery. 
In addition, the program aims to build 
community capacity to meet the social 
development needs and aspirations of 
populations that are or may be at risk. 


11.287 The description of program 
activities is part of the objectives, and the 
objectives therefore suffer from the same 
lack of clarity as the eligibility criteria. 
We expected that HRDC would have 
defined the broad program objectives 
further, in terms of outcomes and 
measurable results. However, it has not 
done so. 


11.288 The terms and conditions state 
that the objectives are to be achieved 
through a review and accountability 
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framework, and in partnership with the 
volunteer sector. We expected that a 
framework would have been developed as 
a first step in the program’s operation, 
providing more detailed, concrete 
implementation guidelines and 
performance indicators. 


11.289 The Treasury Board asked HRDC 
to report, within two years after the date 
of approval of the terms and conditions, 
on the appropriateness of accountability 
measures developed for the grants portion 
of the program. At the time of our audit, 
the Department’s response to this request 
was overdue. The Department told us that 
it intends to establish and report on 
accountability measures as part of 
developing and implementing an 
evaluation framework for the SDPP. 
Preliminary work on developing that 
framework was under way when we 
completed our audit. 


Program marketing is informal 


11.290 The program is promoted through 
the Internet and by a network that includes 
provincial governments, national client 
organizations and the academic 
community. As noted, application guides 
have been developed for each of the SDPP 
subprograms, describing how potential 
applicants can apply for financial support. 
For some subprograms, the Internet site 
includes the guides; for others, an address 
and telephone number are provided for 
further information. 


11.291 The predominant characteristic of 
the program’s marketing framework is the 
informality of much of the activity. For 
example, we heard in our discussions with 
project officers that some potential 
applicants had been invited informally to 
submit applications for specific projects. 
Sometimes this followed joint consultative 
seminars, particularly when projects 
involved research, development and 
testing. In our view, this informal 
approach to marketing does not provide 
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adequate assurance that all eligible clients 
have equal access to the program. 


11.292 At the time of our audit, public 
information about eligibility for SDPP 
organizational funding was inconsistent 
and had the potential to reduce access to 
that funding. This inconsistency has been 
rectified. 


Contributions — Selecting and 
Approving Projects 


Proposals inadequate in almost one 
third of projects 


11.293 We concluded that just under one 
third of project proposals (29 percent) 
were inadequate; for 16 percent of the 
projects there was no proposal on file. 
Where proposals had been received, some 
lacked key information needed to proceed 
with a realistic assessment. 


No record of assessments for most 
projects 


11.294 We expected that appropriate 
procedures would be established to ensure 
that project applications and proposals 
recommended for approval were those that 
met the eligibility criteria and were the 
most likely to achieve the program’s 
objectives. We expected that once 
established, these procedures would be 
documented and followed. The 
Department informed us that officer-level 
committees conducted assessments and 
reviews, and we found some indications of 
an assessment process. However, the files 
on 85 percent of projects showed no 
assessments of any kind. This is an 
important omission: it means that the 
expenditure of public funds was 
authorized without any record of how the 
projects met the eligibility requirements. 


11.295 Even where assessments were on 
file, we had concerns about their 
adequacy: 


* some 58 percent of the assessments 
did not explicitly address criteria for 
program eligibility and project selection; 


Preliminary work on 
developing an 
evaluation framework 
was under way when 
we completed our 
audit. 


The files on 85 percent 
of SDPP projects 
showed no 
assessments of any 
kind. 
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Appropriate signing 
authorities for 
contribution 
agreements were 
respected in all cases. 


In 93 percent of SDPP 


projects where 
advances were made, 
they were not handled 
appropriately. 


* similarly, 58 percent of the 
assessments did not assess the 
reasonableness of estimated project costs; 
and 


* with few exceptions, checks of 
sponsors for other contracts with HRDC, 
including any amounts owed to the 
Department, were not conducted. 


11.296 All project files contained 
recommendations for approval by the 
Minister. However, those 
recommendations were not supported by 
any rationale in 94 percent of the projects. 


Contributions — Financial 
Management and Control 


Contribution agreements frequently 
lacked key information 


11.297 The contribution agreements 
signed by the Department and the project 
sponsors are important documents because 
they identify the details of the 
performance requirement and the 
conditions that are to be met in order for 
the sponsor to be reimbursed for eligible 
expenditures. 


11.298 We found that appropriate 
signing authorities for contribution 
agreements were respected in all cases. 
However, we identified several concerns 
about the agreements themselves: 


* although all projects had signed 
agreements in place, one in five 
agreements did not include the necessary 
schedules (these schedules contain 
important information on performance 
requirements and budget details); 


* key information on allowable 
expenses was missing from all 
agreements. Although the agreements 
make reference to the program’s terms and 
conditions (which clearly identify eligible 
expenses), those terms and conditions 
were not always available to project 
sponsors; and 
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* asmall proportion of agreements did 
not include an exact date for the project’s 
start or end. 


11.299 Forty-five percent of the 
agreements were amended to reflect a 
change in either the project’s budget or its 
duration. Most amendments were 
supported by rationales and in all cases 
were approved by persons with the 
necessary authority. 


Deficiencies in handling payments and 
advances 


11.300 We expected that financial and 
management control of program 
expenditures would comply with relevant 
government policies and legislation. In 
this respect, we identified a number of 
serious deficiencies. 


11.301 In 30 percent of projects, 
payments were made that were not based 
on claims. In addition, payments were not 
always supported by a review of 
appropriate information (proof of 
expenditures). In 21 percent of projects, 
final payments were approved before final 
claims or final project reports had been 
received. However, in all projects, staff 
with the appropriate delegated authority 
approved payments. 


11.302 Advances were made to 63 
percent of projects; in 93 percent of those 
cases, we found that the advances were 
not handled appropriately. Problems 
included advance payments that did not 
correspond to cash flow forecasts or that 
exceeded the maximum amount allowed 
by the agreement, and a lack of 
appropriate accounting for interest earned 
on advances. 


Inadequate project monitoring 


11.303 We expected that approved 
projects would be monitored appropriately 
and reported on the basis of an assessment 
of the risks involved. We expected to see 
monitoring systems in place to identify 
and report on a timely basis on progress 
and emerging problems. 
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11.304 We concluded that monitoring 
had not been adequate in 97 percent of 
contribution projects. We found almost no 
evidence that financial or activity 
monitoring had been carried out. 


Contributions — Project Results 


Information on results was inadequate 
in half the projects 


11.305 We expected to see adequate 
performance measurement procedures in 
place, in keeping with HRDC’s approach 
to “managing for results” and in keeping 
with the requirement to account for results 
achieved with the funds approved by 
Parliament. However, we found that 
results at the level of individual projects 
were not being tracked adequately. 


11.306 Information on the results of half 
of the projects was missing or inadequate. 
In almost all of these cases, project 
activity reports were not submitted as 
required by the provisions of the 
contribution agreement. In addition, in 

32 percent of these projects we found no 
evidence on file that HRDC had received 
a final project report. 


Grants — Project Selection and 
Approval 


Grant proposals not assessed in all cases 
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they did not address the reasonableness of 
the amount requested; and they did not 
include a check on recipients for other 
contracts with HRDC and any amounts 
they may still have owed the Department. 


No rationales for recommending the 
approval of projects 


11.309 All recommendations for 
approval of the grant applications were on 
file and the Minister had approved all the 
grants, as required. However, in no case 
was a rationale provided for 
recommending that the grant application 
be approved. 


Grants — Financial Management 
and Control 


Grant payments were made 
appropriately 


11.310 Persons with the appropriate 
delegated authorities approved all grant 
payments. We found also that grants were 
paid in compliance with Treasury Board 
policy, which requires a certain minimum 
number of instalments, depending on the 
total amount of the grant. 


Improvement needed in reviews to 
determine continued eligibility 


11.311 According to the terms and 


Results at the level of 
individual SDPP 
projects were not 
being tracked 
adequately. 


Grants were paid in 
compliance with 


11.307 With one exception, all grant conditions set by the Treasury Board, each Treasury Board policy. 
proposals were on file. The large majority grant can be approved for a period of up 
of files (80 percent) included the to three years, subject to an annual review 
information needed to assess the project to determine continued eligibility. We 
against the eligibility and selection identified several areas that required 
criteria. However, 58 percent of the files improvement. There was a lack of 
contained no clear evidence that proposals €Vidence that reviews were conducted on 
had been assessed before they were an annual basis, as required. When 
recommended for approval. evidence of reviews was on file, we found 
that the reviews did not adequately 
11.308 Among those that had been address all of the eligibility and selection 
assessed, we had a number of concerns criteria. Finally, 42 percent of the grant 
about the adequacy of the assessments. recipients failed to submit complete 
For example, assessments did not reports substantiating their continued 
explicitly address all eligibility criteria; eligibility. 
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Effectiveness Measurement and 
Reporting 


11.312 Over and above the required 
tracking of ongoing performance at the 
project level, program evaluation is 
intended to provide a longer-term 
perspective on the results of the program 
overall and on the achievement of 
program objectives. 


The program has not been evaluated 


11.313 The Social Development 
Partnerships Program has not been 
formally evaluated to date. Program 
management has undertaken some 
preliminary work, identifying the 
activities of the organizations that SDPP 
assists, and assessing their linkages to the 
program’s objectives. 


11.314 During our audit, program 
management made arrangements with the 
Department’s Evaluation and Data 
Development Branch to prepare an 
evaluation framework for this program. 
The work is scheduled for the current 
fiscal year, and preliminary work had 
begun when we completed our audit. We 
believe it is important that the evaluation 
framework include an examination of the 
rationale for apportioning program 
expenditures between grants and 
contributions (see paragraphs 11.280 and 
12811), 


Concluding Comments 


11.315 We concluded that there were 
deficiencies in the management control 


framework of the Social Development 
Partnerships Program in the period up to 
December 1999. These weaknesses were 
more serious in the management and 
administration of contributions, but they 
extended also to grants. However, in both 
the grants and contributions components 
of the program, signing authorities were 
exercised in compliance with the 
requirements of the Financial 
Administration Act. 


11.316 The program’s objectives are 
broad and had not been defined in terms 
of outcomes and measurable results. 
Results at the project level were not being 
tracked. An evaluation framework was 
being developed, but an evaluation of the 
program has yet to be carried out. Overall, 
little information on performance was 
available to support accountability and 
managing for results. 


Corrective action addresses deficiencies 


11.317 We audited SDPP projects that 
had been completed by the end of 
December 1999. Therefore, we did not 
expect to see the effects of the corrective 
action the Department took under its 
Six-Point Action Plan and under other 
initiatives following its 1999 internal 
audit. However, our assessment is that the 
corrective action the Department has 
taken and plans to take addresses the 
deficiencies we found in our audit of 
SDPP projects. We report the results of 
our detailed examination of the 
Department’s corrective action in Part I of 
this chapter. 
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Sectoral Partnerships 
Initiative 


Program Description 


11.318 The Sectoral Partnerships 
Initiative (about $30 million annually) is a 
program launched in 1993 to 
fundamentally change human resources 
practices in Canada. It would do that by 
building, through partnerships, the 
capacity of the private sector to address 
strategic, sector-wide issues of national 
human resource planning, sectoral 
adjustment and job skills development. 
The initiative consists of eight activity 
streams and one subprogram (see Exhibit 
11.19) managed from HRDC 
headquarters. 


11.319 The objectives of SPI are to 
develop permanent, industry-led 
partnerships that co-ordinate human 
resource management in major industrial 


Grants and Contributions 


Human Resources Development Canada 


sectors, improve the relevance of the 

learning system, foster a learning culture, 

support interprovincial mobility, and 

contribute to labour market information. 

Since 1986, the government has provided 

over $200 million to support sectoral 

partnerships in some 40 industrial sectors. | The Sectoral 


Program Design Partnerships Initiative 


11.320 SPI has used two sources of (SPI) builds, through 
funding for projects. Agreements signed partnerships, the 
before 1996 were negotiated under terms : : 

and conditions approved by the Treasury capacity of the private 
Board for the Canada Jobs Strategy (CJS) sector to address 

and funded from annual appropriations. In : art 
1996, Parliament passed the Employment Strategic, sector-wide 
Insurance Act, enabling the Minister of human resource 
HRD to use the Employment Insurance 
(EI) Account for projects benefiting 
insured participants. As of July 1996, SPI 
has used authority under terms and 
conditions approved by the Treasury 
Board for the Labour Market Partnerships 
component of Employment Benefits and 


issues. 


* Sector Study Agreements — fact-finding and diagnosis of sector human resource issues, funded Exhibit 11.19 


| by HRDC and directed by an industry-led steering committee. Through Sector Study 
Agreements, partner relationships between key sector stakeholders, including HRDC, are Sectoral Partnerships 
formed. The resulting sector studies form the basis for subsequent human resource work by the Initiative - Streams of Activity 


sector partnership. 


* Sector Council Agreements — start-up and core funding for Sector Councils to implement 


sector human resource solutions. 


_ * Occupational/Skills Agreements — developing national occupational and skills standards. 


| ¢ Skills Upgrading Agreements — developing skills upgrading and national certification on 


behalf of the sector. 


* Labour Mobility Partnership Agreements — supporting interprovincial mobility in 


provincially regulated occupations. 


* Nationally Managed Programs Agreements — agreements for national industries, inherited by 
Sectoral Partnership Initiative. Used to support experimental activities by sector groups, or 
infrastructure and activities of non-sector organizations. 


* Delivery Assistance Agreements — improving the delivery of components of the Canada Jobs 


Strategy. 


_ © Rural and Remote Agreements — assisting research and convening seminars on behalf of the 
agricultural community and rural and remote areas. 


Subprogram: 


* National Sectoral Adjustment Service Agreements (NSAS) — carrying out activities prior to or 
as part of a sector study or prior to the creation of a sector council, or initiatives identified by a 
sector council that fall within the Sectoral Partnership Initiative’s mandate but not under the 


other business lines of the Human Resource Partnerships Branch. Source: Departmental records 
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There are three 
fundamental eligibility 
criteria for all SPI 
projects: the 
organization must be 
national in scope, it 
must involve a 
partnership of all key 
sector stakeholders, 
and it must address a 
labour market issue. 


Support Measures (EBSM) to fund 
projects from the EI Account. Since 
November 1997, SPI has also had 
authority under the Human Resources 
Partnership Initiative to use annually 
voted appropriations to fund projects that 
benefit persons not insured under EI, but 
this authority has never been used. 


11.321 Since July 1996, most SPI 
projects have been funded from the EI 
Account. However, HRDC has also 
continued to use Canada Jobs Strategy 
authorities since 30 June 1996 to fund new 
projects from annual appropriations 

(29 percent of our audit sample). 


11.322 Under the Canada Jobs Strategy, 
sole authority to approve Sector Study, 
Sector Council, Occupational/Skills, Skills 
Upgrading and Nationally Managed 
projects lay with the Minister. Authority 
to approve Delivery Assistance, Rural and 
Remote, and Industrial Adjustment 
Service projects (renamed National 
Sectoral Adjustment Service or NSAS) 
was delegated by the Minister to senior 
departmental officials. 


Some activity streams have clear 
objectives and criteria but others do not 


11.323 There are three fundamental 
eligibility criteria for all SPI projects: the 
organization must be national in scope, it 
must involve a partnership of all key 
sector stakeholders (business, employees, 
subsectors, regions), and the project must 
address a labour market issue. SPI 
assistance to a national sector usually 
begins with a sector study to define 
sectoral human resources problems while 
enabling HRDC to build a partnership 
with key sector participants. Often, this 
leads to stakeholders developing a 
consensus On solutions and priorities, 
identifying further development work in 
collaboration with HRDC, and creating 
permanent sector councils to take 
responsibility for human resource issues in 
their sectors. HRDC funds these 
partnerships until they become financially 


self-sufficient. Subsequent development 
work for the sector may result in 
Occupational/Skills and Skills Upgrading 
Agreements with councils or other sector 
groups. SPI supports interprovincial 
mobility in provincially regulated 
professions, through Labour Mobility 
Partnership Agreements negotiated with 
sector consortia. The objectives and core 
eligibility criteria specific to these five 
activity streams are clear. 


11.324 Nationally Managed Projects 
Agreements have no specific eligibility 
criteria beyond the three fundamental 
criteria for all SPI activities; nor do they 
have stated objectives. Agreements under 
the National Sectoral Adjustment Service 
(NSAS) subprogram made up 51 percent 
of our audit sample. The objectives of 
NSAS are not clear, and its eligibility 
criteria are fairly open-ended. 


Project Selection and Approval 


11.325 Section 58 of the Employment 
Insurance Act specifies that partnership 
arrangements are to be developed and 
used for the conduct of project work. For 
SPI, the Department has translated this 
requirement into the sector council 
concept. A committee of sector 
stakeholders oversees the sector studies 
that define the nature of the government’s 
involvement in the sector. Program 
managers advised us that sector studies 
inspire subsequent projects with partners 
and form the basis for assessing them, and 
that these studies also form the basis for 
the SPI annual work plans for each sector. 


11.326 Our audit focussed on individual 
project files and their administration. We 
did not assess the validity of the sector 
studies themselves. Even allowing for the 
use of sector studies to guide other project 
work, we found weaknesses in the project 
selection and approvals process. 


Project proposals not well documented 


11.327 In 42 percent of the projects we 
audited, there was no identifiable proposal 
on the project file. This was true for both 
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lower-value and higher-value projects. 
Project officers advised that in some cases 
proposals would not be identified as such 
because they were submitted in the form 
of draft agreements. When proposals are 
in this format, it is difficult to tell who 
originated them. 


11.328 Of the files that contained 
identifiable proposals, few had adequate 
supporting documentation and analysis; 86 
percent were missing the required cash 
flow forecast; and 43 percent had no 
timelines. Other gaps included 
information missing on objectives, 
budgets and work plans. 


Missing or inadequate assessments 


11.329 SPI management advised that 
before March 1998, project officers 
negotiated agreements with sponsors and 
brought SPI proposals to the Agreement 
Review Committee (ARC) for Branch 
review. SPI management found this 
process unsatisfactory because sponsors 
and project officers became overly 
committed to proposals — given their 
heavy investment of time during the 
project development phase — and 
directors then found it difficult to turn 
down projects. 


11.330 In March 1998, SPI established a 
new project review process whereby 
project officers submit proposals along 
with their own assessment (usually in the 
form of a concept paper) for vetting by an 
extended management team. These teams, 
which include other project officers and 
directors, may recommend that the 
sponsor develop the proposal further or 
that it be approved. 


11.331 We found that a little over 

60 percent of the project files contained 
documented assessments. Among the files 
that did contain documentation, none had 
a timely risk analysis or a mandatory 
environmental impact prescreening. 
Although many sponsors had multiple 
agreements with SPI, we found that 
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sponsors had not been checked for 
outstanding debt to HRDC. 


11.332 Among the projects that we 
audited, only one assessment referred 
explicitly to the project’s having been 
identified in a previous sector study. 


Loose application of eligibility criteria 


11.333 Applying the core activity stream 
criteria to the projects we reviewed, we 
found that core eligibility criteria had 
been applied only loosely; few projects 
clearly met all the core eligibility criteria 
of the specific activity stream selected to 
fund them. We found that 16 percent of 
the projects in our sample (totalling 
$662,000) were not eligible for funding 
under the criteria of the particular SPI 
activity stream selected for each. 


11.334 Activity streams selected to fund 
projects were often interchangeable; some 
projects could have been funded under a 
number of different activity streams. In 
some cases, when one agreement ended, 
the project activity would continue to be 
funded under a different SPI activity 
stream or subprogram. 


Some approvals not authorized; some 
not documented 


11.335 SPI management advised that 
until 1998, the Agreement Review 
Committee assessed proposals and 
approved projects where authorized, or 
recommended their approval by the 
Minister. As of 1998, the extended 
management team recommends a project’s 
approval to a directors’ meeting. Directors 
then approve the project (where 
authorized), reject it, or recommend its 
approval to an assistant deputy minister, 
the Deputy Minister or the Minister as 
appropriate, according to the Minister’s 
delegation of program authority. 


11.336 It was not apparent from the 
documentation on file that the process 
operated as described. Of the projects 
requiring the Minister’s approval, only 
40 percent had clearly obtained it. 


In 42 percent of the SPI 
projects we audited, 
there was no 
identifiable proposal 
on the project file. 


We found that core 
eligibility criteria had 
been applied only 
loosely. 
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Of the SPI projects 
that did not require the 
Minister’s approval, 
the actual approval of 
only one in five was 
documented. 


Thirty-eight percent of 
amendments were 
made inappropriately 
to extend the funding 
period after the 
agreement had already 
ended. 


Another 40 percent either had been 
approved by unauthorized officials or had 
no record of who actually approved the 
project. For the remaining 20 percent, 
officials believed they had continuing 
authority from the Minister when 
agreements that had been funded under 
annual appropriations were converted to 
new agreements funded from the EI 
Account. 


11.337 Of the projects that did not 
require the Minister’s approval, the actual 
approval of only one in five was 
documented. SPI management advised 
that the Agreement Review Committee 
had documented its decisions but a 
computer crash in 1998 wiped out those 
records. The directors’ committee that 
replaced the Agreement Review 
Committee did not document decisions 
until very recently. 


Financial Management and 
Control 


Agreements often missing key 
information 


11.338 Written contribution agreements 
were in place for all projects. SPI used 
standard formats that complied with 
Treasury Board guidance on specifying 
clear roles and responsibilities, terms of 
payment, eligible expenses and other 
relevant matters. 


11.339 We found that only 41 percent of 
agreements were fully adequate. Fifty-four 
percent were missing key information (for 
example, funding periods, treatment of 
interest, mandatory separate bank 
accounts, and adherence to rules on 
conflict of interest) or included 
contradictory information. Authorized 
officials had signed 95 percent of the 
agreements. 


Amendments were rarely made 
properly 


11.340 When an agreement is amended, 
it is essential that both parties understand 
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and agree on roles and responsibilities 
under the new conditions. In two thirds of 
amended agreements, the reasons for the 
amendments were not stated clearly. 
Furthermore, we were rarely able to 
identify who had actually been responsible 
for approving the amendments. 


11.341 Most amendments consisted only 
of a new financial commitment form 
signed by a director or, occasionally, by 
unauthorized project officers. Only 20 
percent of amended agreements contained 
proper articles of amendment signed by 
both parties and indicating their mutual 
agreement. Thirty-eight percent of 
amendments were made inappropriately to 
extend the funding period after the 
agreement had already ended. 


Advances not always handled 
appropriately 


11.342 In 78 percent of projects where 
advances were made, not all advances 
were based on projected or revised cash 
flows provided by sponsors. Most 
commonly, initial advances were based on 
cash flow estimates developed by HRDC 
officers for financial commitment forms. 


11.343 In only 33 percent of cases did 
the payment of advances clearly follow 
Treasury Board rules on amounts that 
could be advanced. Of those projects that 
received multi-year funding, only a third 
clearly met Treasury Board rules on 
providing advances into a new fiscal year. 
We found in all but one case that advances 
were Cleared by claims before further 
advances were issued. All requisitions for 
advances were certified by authorized 
officials under section 34 of the Financial 
Administration Act. 


Failure to comply with terms of 
contribution agreements 


11.344 SPI officers did not always hold 
sponsors to the terms and conditions of 
their contribution agreements or of the 
activity streams under which the projects 
were funded. 
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11.345 Separate bank accounts. SPI 
managers advised that they frequently 
waived specific contractual obligations to 
maintain a separate bank account for each 
project. Such accounts facilitate the 
tracking of expenses and revenues and, 
more important, they allow for the 
tracking of bank interest paid on federal 
funds held by sponsors and preclude the 
claiming of the same expenses under other 
agreements. In our audit, we were unable 
to determine the proportion of projects 
that had maintained separate bank 
accounts. 


11.346 Eighty-seven percent of SPI 
agreements specified that interest earned 
by sponsors on funds advanced by the 
government had to be accounted for as 
part of the HRDC contribution. In 69 
percent of the projects where this was 
required, it was not clear that interest had 
been handled appropriately — especially 
when sponsors had declared no bank 
interest. Our interviews with project 
officers provided no assurance that, where 
appropriate, sponsors were accounting for 
the interest earned on federal funds in 
their care. 


11.347 Cost-sharing capital purchases. 
The terms and conditions of the umbrella 
Employment Benefits and Support 
Measures program under which most SPI 
agreements are negotiated require 
sponsors to cost-share any capital 
purchased. We found no cases that met 
this requirement. In the EBSM-funded 
portion of the dormant SPI projects we 
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sampled, we found the value of capital 
purchased exclusively with federal money 
to be $250,000. 


11.348 Eligible costs. Among other 
things, Schedule B of contribution 
agreements specifies eligible costs and the 
dollar amounts to be allocated to each 
eligible expenditure category. 
Reallocation among major cost categories 
requires HRDC approval. We found that 
agreements were rarely amended to 
authorize sponsors to exceed the agreed 
cost categories. As a result, 69 percent of 
the projects had overages in cost 
categories. In the remaining 31 percent it 
was not possible to tell whether there were 
overages, usually because the categories 
specified in Schedule B did not match the 
categories on the claim forms that 
sponsors used. 


11.349 Detailed expense claim 
information on file was very limited, 
especially for older projects whose 
sponsors had been required to submit only 
the most rudimentary supporting 
documentation — often containing only 
summary figures by approved cost 
category. On the basis of the limited 
supporting information available, we 
found that for the 49 dormant SPI projects 
we sampled: 


* HRDC paid at least $284,000 for 
costs incurred before or after the funding 
period covered by agreements (see Exhibit 
11.20): 


* The WITT National Network received $100,000 under an National Sectoral Adjustment 
Service agreement to evaluate its Construction Technology for Women program. A letter 
from the sponsor indicates that $52,000 worth of the work had already been completed 
before the agreement funding period started in April 1998. In our view, the claim for that part 


of the work should have been ineligible. 


* The Canadian Tourism Human Resource Council (CTHRC) received an advance of $35,438 
under a Delivery Assistance agreement. Four months after the agreement ended in March 
1998, the sponsor submitted its total claim for $8,523. In a subsequent note to file, the 

| project officer allowed the sponsor to claim an additional $16,823 for expenses incurred 
before the agreement. After adjustments, the CTHRC reimbursed the Receiver General 


$8,879. 
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We found no cases 
that met the 
requirement for 
sponsors to 
cost-share any capital 
purchased. 


Exhibit 11.20 


Payments for Expenses 
Incurred Outside the Funding 
Period 


Source: Analysis based on 
departmental records 
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In 29 percent of all SPI 
projects there was no 
on-site financial 
monitoring visit by 
project officers. 


* expenses amounting to $463,000 had 
been allowed through amendments made 
inappropriately after agreements had 
ended; 


+ HRDC paid $59,000 for costs in 
categories not covered by the agreements 
— such as administration costs that the 
agreement required the sponsor to pay, 
equipment rentals, ineligible overhead 
expenses and profits; and 


* HRDC paid $179,000 for ineligible 
expenses in approved cost categories. 


(The treatment of these kinds of 
administrative practices is discussed in 
paragraphs 11.77 to 11.80.) 


11.350 In 92 percent of projects at least 
some expense claims were certified under 
section 34 of the Financial Administration 
Act by officers who did not have the 
necessary authority. 


11.351 Reimbursement of GST. HRDC 
does not reimburse sponsors for GST that 
they can recover from the Canada 
Customs and Revenue Agency (usually 50 
percent of GST paid). Sponsors are 
required to account for the amount of GST 
they can get back. In 56 percent of 
projects, it was not clear that GST had 
been treated appropriately. In many 
claims, the sponsor did not state the total 
amount of GST that had been paid. We 
found other claims that charged HRDC the 
full amount of GST paid. There are items 
on which a sponsor might not pay GST 
(for example, on wages) or an 
unincorporated group might not be able to 
get a GST refund. However, few project 
officers we interviewed could assure us 
that sponsors had properly accounted for 
reimbursable GST. 


11.352 Cost-sharing of projects. A 
significant feature of sector participation 
in SPI is that partners share in project 
costs. Partner cost-sharing contributions 
can be in kind (for example, partners’ 
time or facilities) or in cash (directly paid 
to cover eligible expenses). The 


11-74 


agreements specify a maximum dollar 
amount that HRDC will contribute. Most 
also specify a maximum percentage of 
total project costs as the federal share and 
stipulate that the federal contribution will 
be the lesser of the percentage share and 
the maximum dollar amount. For clarity, 
many agreements also specify the 
otherwise implicit minimum contribution 
of partners, in dollar amounts and in 
percentage share. 


11.353 We found that in 29 percent of 
projects, partners failed to deliver the 
minimum contribution they had agreed to. 
In the 49 sampled projects, HRDC had 
paid $889,000 more than the maximum 
specified without formally amending the 
agreements. SPI management asserts that 
the requirement for minimum 
contributions by partners is not meant to 
be enforced and is only leverage to ensure 
their participation. 


Inadequate financial monitoring 


11.354 The SPI Program Guidelines 
(1994) state that an initial monitoring visit 
should take place within four weeks of the 
start of a project. Interim visits should 
take place as necessary, depending on the 
project’s complexity and size, sponsor 
experience, and political volatility. A final 
visit must be made at the end of the 
project and before final payment is 
requisitioned. We expected to see a 
monitoring effort commensurate with the 
assessed risk of individual projects. 


11.355 We found that there was no 
monitoring plan for 96 percent of projects, 
nor were the projects monitored in a 
timely manner, consistent with their risk. 
Although desk monitoring of claims is 
useful, it is primarily through on-site 
financial monitoring visits that officers are 
able to examine detailed receipts and truly 
verify claims. In 29 percent of all projects 
(45 percent of projects under $150,000) 
there was no on-site financial monitoring 
visit by project officers. Of projects where 
financial monitoring visits were made, 

59 percent had only one visit, after the end 
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of the agreement and after the final 
payment had been requisitioned. Exhibit 
11.21 shows the on-site monitoring done 
for the three highest-value projects in our 
sample. 


11.356 Program managers told us that in 
light of the ongoing relationship between 
project officers and sponsors, SPI relied 
heavily upon desk reviews of individual 
claims (often supported by a copy of the 
sponsor’s general ledger) as an alternative 
to on-site financial monitoring visits 
during the project. Given the nature and 
extent of the financial management 
problems we identified in our audit, we 
believe that desk monitoring of claims 
coupled with a single financial monitoring 
visit after the project has ended and all 
payments have been requisitioned is 
insufficient to ensure that moneys are used 
for intended purposes. 


11.357 The Department’s monitoring 
discovered some inappropriate payments 
and some were corrected. However, in 
many cases the sponsor would merely be 
warned against claiming ineligible 
expenses in future projects or advised to 
reimburse HRDC through another 
agreement. In our view, this practice is not 
appropriate. Files on 67 percent of the 
projects that required a minimum 
contribution from the sector contained no 
detailed documentation or verification of 
the in-kind and in-cash claims made by 
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the sponsor. None of the projects were 
closed properly (that is, advances 
reconciled with claims, claims and 
revenues verified, ineligible expenses 
identified, overpayments recovered, all 
reports completed), and only 18 percent 
had any activity monitoring reports on 
file. 


Project Results 


Project results not documented 


11.358 The agreements we audited did 
specify planned outputs. However, we 
found that information on results was 
inadequate in 91 percent of the projects. 
In 68 percent, we found no indication that 
the required outputs had been delivered; in 
85 percent, sponsors failed to provide the 
mandatory final project report. 


11.359 We found on file very few final 
assessment reports written before the 
events of January 2000, when 
management tightened reporting 
requirements. There was little evidence on 
file that SPI management knew what 
results project sponsors were achieving. 


Effectiveness Measurement and 
Reporting 


The Department has taken some action 
in response to a 1997 evaluation 


11.360 An evaluation report on the SPI 
was published in November 1997. The 


* The Canadian Steel Trade and Employment Congress received $6.5 million for a three-year 
project. It had only one on-site financial monitoring visit — three months after the end of the 
project. Of the information provided by the sponsor, the program officers looked at 10 receipts 


totalling $33,000 and found no problems. 


* The Canadian Steel Trade and Employment Congress received another $5.95 million for a 


nine months after the project had ended. Of the information provided by the sponsor, program 


| three-year Skills Upgrading project. It received only one on-site financial monitoring visit — 


officers looked at 11 receipts totalling $485,700 and were provided with information on in-kind 


contributions. 


* The Canadian Tourism Human Resource Council received $2.76 million for a three-year 
Occupational/Skills project. It had only one on-site financial monitoring visit - two months after 
the project had ended. We found that HRDC did not challenge three non-compliant, untendered 
contracts over $25,000 or challenge $119,586 in capital expenses that were not cost-shared as 


required. Nor did it verify that the sector had made the required sector contribution. 


Information on results 
was inadequate in 

91 percent of the SPI 
projects; in 85 percent, 
sponsors failed to 
provide the mandatory 
final project report. 


Exhibit 11.21 


On-Site Financial Monitoring - 
Three Highest-Value Projects 


Source: Analysis based on 
departmental records 
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A 1997 evaluation 
showed that both 
awareness and the 
take-up of the SPI 
program were low, and 
the participating 
sector councils had 
made only slow 
progress toward 
self-sufficiency. 


evaluation methodology involved 
interviews, a search of the literature, case 
studies and surveys. In our view, the 
methodology was appropriate to the nature 
of the program results examined by the 
evaluation. 


11.361 The evaluation found that 
programs sponsored by sector councils 
were bringing about systemic change — 
developing a training culture, increasing 
employers’ interest in training and 
standards, increasing skill levels in the 
workforce, and facilitating school-to-work 
transition. There was some evidence of 
limited improvements in productivity and 
profitability. The evaluation found that the 
approach resonated well with the general 
public, that employers and employees 
supported the sectoral partnership 
approach, and that the rationale for SPI 
had not diminished. 


11.362 However, the evaluation also 
pointed out that SPI agreements contained 
few statements on intended impacts and 
effects, and there were few provisions in 
the agreements for ongoing data collection 
and evaluation. Indeed, the evaluation 
noted that sponsors did not see themselves 
as accountable for the intended impacts 
and effects of the SPI; there was a lack of 
sector support for accountability and a 
lack of relevant data on results. The 
evaluation called for stronger reporting 
requirements to help clarify commitments 
to results, and for strategies to measure the 
performance of sectors in contributing to 
SPI’s objectives. 


11.363 The evaluation stressed the need 
to communicate the activities and 
experiences of individual sector councils 
in order to avoid duplication and to 
strengthen the efforts of all sector 
councils. Marketing of sector council 
products and services was notably weak 
and too often not timely. The evaluation 
found that both awareness and the take-up 
of the program were still low, and the 
participating sector councils had made 
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only slow progress toward self-sufficiency. 
The three-year time frame for achieving 
core operational self-sufficiency appeared 
to be unrealistic for most sectors. 


11.364 SPI subsequently attempted to 
resolve the cross-sectoral communications 
issue, in part by further encouraging the 
work of the Alliance of Sector Councils. 
To address the self-sufficiency of sector 
councils, SPI restructured its funding 
model by eliminating the formula of 
declining funding (thereby providing full 
funding in the start-up and early 
operational phases), by providing core 
funding for a longer period (up to five 
years instead of three years), and by 
requiring councils to build reserve funds 
that would eventually be the basis for their 
financial independence. SPI also made 
provision in subsequent agreements for 
the marketing of sector council products. 
Responses to the evaluation 
recommendations on results measurement 
and the accountability of sponsors are still 
at the planning stage. 


Concluding Comments 


11.365 We concluded that there were 
serious deficiencies in the management 
control framework of the Sectoral 
Partnerships Initiative program. We also 
found lack of compliance with the legal 
requirements of section 34 (certifying 
expense claims) of the Financial 
Administration Act and with the Treasury 
Board’s policy on the treatment of 
advance payments. 


11.366 The Department’s evaluation of 
SPI found progress in the development of 
partnerships but significant weaknesses in 
sponsors’ provision of information that is 
needed to measure project results. Our 
audit supports this evaluation finding. 
Although SPI has been planning 
improvements in collecting information 
on results from sponsors, these 
improvements have yet to be implemented 
in agreements. 
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Corrective action to address deficiencies 


11.367 We audited SPI projects that 
closed by the end of December 1999. 
Therefore, we did not expect to see in 
those projects the effects of the corrective 
action that the Department took under its 
Six-Point Action Plan and under other 
initiatives following its 1999 internal 
audit. However, our assessment is that the 
corrective action the Department has 
taken and plans to take addresses the 
deficiencies we found in our audit of SPI 
projects. We report the results of our 
examination of the Department’s 
corrective action in Part I of this chapter. 
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11.368 SPI management states that in 
managing the program it must balance 
three factors: developing and sustaining 
partnerships, ensuring quality products 
and projects, and controlling costs. 
However, we believe that SPI 
management must also address the 
continuing challenge of achieving and 
maintaining an appropriate balance 
between creating, advocating and 
sustaining partnerships in this program 
and meeting the responsibility for prudent 
management of public funds. The findings 
of our audit show that this latter balance 
had not been achieved in the period to 
December 1999. 
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Conclusion 


11.369 Human Resources Development 
Canada operates under direction from 
Parliament through its Minister, from 
Cabinet and Cabinet committees such as 
the Treasury Board, and from a number of 
other centres in government, and guidance 
from the Clerk of the Privy Council as the 
Head of the Public Service. Decisions to 
downsize, reduce budgets and restructure 
HRDC were made outside the 
Department. Directions to carry out 
specific programs and policies come from 
Parliament and Cabinet. Directions for 
financial administration come from 
Parliament and more specific directions 
from the Treasury Board. The factors that 
contributed to problems in the 
management of grant and contribution 
programs were not solely within the 
Department’s purview. 


11.370 In the 1990s central direction, 
encouraging managers to innovate and 
improve service by reducing red tape, 
often resulted in conflicting messages to 
public service managers. In their reports 
to the Prime Minister, Clerks of the Privy 
Council spoke frequently of improving 
service, improving communication and 
improving staff morale — but rarely of 
financial management. The Treasury 
Board Secretariat moved away from 
detailed policies, relying less on 
pre-transaction approvals and more on 
general policies and guidelines and the 
sharing of best practices. The Secretariat 
received less detailed information on the 
activities of departments. 


11.371 Initiatives within HRDC to 
emphasize service delivery, empower 
local employees, and reduce the plethora 
of manuals providing direction to staff 
were consistent with messages and actions 
of the Clerk and the Secretary to the 
Treasury Board. Neither advocated a lack 
of care and responsibility in spending 
public funds. Yet these fundamentals of 
public administration did not get sufficient 
attention. With its reduced monitoring 


role, the Treasury Board Secretariat was 
not immediately aware of the problems at 
HRDC in managing grants and 
contributions. 


11.372 Over the decade of the 1990s, 
HRDC’s capacity to manage grant and 
contribution programs properly declined. 
It lost experienced staff; guidance was not 
up to date; staff were not properly trained 
and supported; and key controls and 
accountability structures were weakened. 
Current management recognizes these 
weaknesses and is taking a number of 
actions to correct them. 


11.373 Our audit of four programs 
confirmed and extended the findings of 
HRDC’s 1999 internal audit. We 
concluded that in the period up to 
December 1999 there were serious 
deficiencies in the management control 
framework of each of the four programs 
audited. In particular, there were 
weaknesses in key aspects of project 
selection and approval processes and in 
the financial management and control of 
projects, including lack of compliance 
with Treasury Board policy and the 
requirements of the Financial 
Administration Act. In all of the programs, 
poor administrative practices resulted in 
inappropriate handling of project 
payments and advances, and in 
insufficient attention to project 
monitoring. 


11.374 We found that we could rely on 
the 1999 internal audit to describe the 
systemic weaknesses in HRDC’s 
management of grants and contributions. 
The internal audit was not designed to 
generalize its findings to program 
expenditures or to the management of 
specific programs. 


11.375 Earlier in the 1990s, internal 
audit had twice advised management that 
there were serious weaknesses in the 
Department’s approach to managing 
grants and contributions. But senior 
management did not take corrective 
action. This lack of management attention 
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to reports of control weakness resulted in 
a more severe and widespread problem 
later. 


11.376 Internal audit is a valuable tool 
for management to identify weaknesses in 
control systems and provide a guide to 
appropriate action. It is a function that 
management needs to protect and support. 
Internal audit needs to be able to work 
independently and to a high professional 
standard. And management needs to pay 
close attention to the findings of internal 
audit. 


11.377 Management of HRDC is making 
good progress in meeting the 
commitments made in the Six-Point 
Action Plan and other plans formulated to 
correct identified problems. The 
Department is implementing the plan for 
staffing and equipping staff. It has 
developed new organizational models for 
project management at the field level and 
is currently working on filling the new 
positions. However, as management 
recognizes, effort will have to be ongoing 
and sustained, with careful monitoring, to 
effect long-lasting improvement. An 
innovative performance tracking system 
has been implemented to monitor 
performance and progress. 


11.378 Managing grants and 
contributions for results needs to improve. 
None of the programs we audited had 
consistently measured project results. In 
TJF/CJF and YIC, project results were 
defined in measurable terms, but there 
was a lack of follow-through in their 
measurement and reporting. In the other 
two programs the objectives are broad, 
and have not been defined in terms of 
outcomes and measurable results. 
Although the SPI has plans to improve the 
collection of information on results from 
sponsors, these improvements have yet to 
be implemented. 


11.379 The information that is available 
needs to be better used to make 
adjustments and improvements in program 
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delivery and design. Program evaluations 
had been completed for three of the four 
programs we audited, although the 
evaluation of the TJF was preliminary and 
a planned further evaluation of TJF and 
CJF did not proceed. An evaluation 
framework for the SDPP is being 
developed, but an evaluation has yet to be 
carried out. The findings of the TJF and 
SPI evaluations were used to make some 
program changes. Evaluations of these 
programs need to examine the difficult 
questions of program rationale and 
effectiveness in order to properly inform 
the public debate about the value of the 
programs. 


11.380 The Standing Committee on 
Human Resources Development and the 
Status of Persons with Disabilities asked 
that we address how to balance the need 
for efficient and flexible program delivery 
with the need for sound financial 
management. As part of the Action Plan, 
the Department itself is addressing this 
issue. 


11.381 A fundamental part of dealing 
with the often-conflicting demands placed 
on public servants is ensuring that the 
capacity needed to deliver the programs is 
in place. The Department recognizes that 
the capacity to deliver its grant and 
contribution programs was not in place. It 
has defined a number of actions to 
improve its capacity. Questions remain 
about the appropriate level of staffing 
needed to deliver grants and contributions. 


11.382 It is important that HRDC 
collaborate with the Treasury Board 
Secretariat to carry out workload studies 
and establish benchmarks for the delivery 
of these types of programs. 


11.383 Managers and project officers 
need to be given flexibility to carry out 
their duties. But with discretion comes the 
need for clearly defined expectations, so 
there is a common understanding of what 
is to be delivered, and how. Increased 
discretion brings the requirement of strong 
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accountability for the discretion exercised 
and the results achieved. 


11.384 The most difficult part of 
balancing efficiency, flexibility and 
control is the judgment that public 
servants are asked to exercise. Not all 
grant and contribution programs are of 
equal risk, nor are all projects in a 
program. Judgment is needed to assess 
risk and determine how it should be 
managed. For grant and contribution 
programs, we expect the key controls to 
be in place for all projects. Yet some 
proposals can be assessed in a few 
minutes while others can take many days. 
In either case, public servants are 
responsible for the decisions they make, 
and those decisions should be part of the 
record of a project. Documenting smaller, 
low-risk projects would take little time; 
for larger projects it would involve much 
more. In March 2000 we published a Risk 
Assessment Framework for Grant and 
Contribution Programs to provide 
managers and staff with a tool for 
assessing and managing risk, and to 
provide parliamentarians with an approach 
to reviewing the performance of these 
programs. 


11.385 There is no simple answer to 
what the ideal balance should be. As the 
results of our audit show, it is essential 


that key controls be in place and minimum 
standards observed. That these controls 
are a requirement needs to be spelled out 
clearly and understood by staff. Then 
public servants have the foundation to 
innovate in the delivery of programs and 
to strike the most appropriate balance 
between efficiency and flexibility in 
program delivery and sound financial 
management. 


Department’s summary comment: HRDC 
takes seriously all the issues raised in the 
Auditor General’s report and in the 1999 
internal audit of grant and contribution 
programs. The Department is determined 
to build on the improvements it has 
already made. HRDC will fulfil its Action 
Plan. It will complete the other supporting 
initiatives undertaken following the 
launch of the Plan. Furthermore, HRDC is 
undertaking additional steps to strengthen 
these actions in response to this report. 
HRDC will continue to work with all 
interested parties to ensure that it achieves 
the right balance between responsive 
client service and prudent management of 
taxpayers’ money. 


The Department’s responses to specific 
recommendations and its overall comment 
are included in Part I of the chapter, 
following paragraph 11.149. 
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My About the Audit 


Objectives 


Our objectives were to determine the following: 


¢ the extent to which reliance can be placed on the results of HRDC’s 1999 internal audit and its 
performance tracking system; 


* the Department’s progress in implementing its corrective action plan; 


¢ the adequacy of the Department’s management control framework for the grant and contribution 
programs we selected for audit; 


* how HRDC has measured and reported the results achieved by the selected grant and contribution 
programs; and 


¢ the Department’s compliance with financial authorities such as the Financial Administration Act and 
Treasury Board policies. 


Scope and Approach 


Our audit focussed on the management of grant and contribution programs in HRDC. We carried out a 
detailed audit of four programs: the Transitional Jobs Fund (TJF) and its successor program, the Canada Jobs 
Fund (CJF); Youth Internship Canada (YIC); the Social Development Partnerships Program (SDPP); and the 
Sectoral Partnerships Initiative (SPI). In addition to examining the management of individual projects under 
each program, we assessed the design of the programs and the measurement of project and program results. 


We selected projects that, with few exceptions, were completed on or before 31 December 1999. This allowed 
us to audit the full project life-cycle and to make an independent assessment of the nature and extent of 
problems that the Department’s corrective action, taken in response to its 1999 internal audit, needed to 
address. We selected all of the high-value projects and stratified random samples from the remaining projects 
in the populations we audited. Our results are accurate within plus or minus 10 percent, 19 times out of 20. 


In all four programs, we reviewed the project files in light of our audit criteria. We supplemented our file 
reviews and confirmed our findings on each file by interviewing project officers and others involved in 
managing the projects. The TJF/CJF and YIC programs involved projects managed by Human Resource 
Centres of Canada (HRCCs) across the country. We visited most of the HRCCs responsible for the projects in 
our samples. For the locations that we could not visit cost-effectively, we asked that the project files be 
forwarded to the nearest HRCC that we would be visiting, or to Ottawa. We also visited six regional offices in 
eastern Canada and requested information from British Columbia. 


We assessed the corrective action taken by the Department in response to its 1999 internal audit in order to 
determine whether that action would adequately address our audit findings in each program. We reviewed the 
Department’s progress in implementing its Six-Point Action Plan and other initiatives that form an integral 
part of its corrective action. 


In assessing the corrective action the Department has taken or plans to take, we reviewed HRDC documents, 
interviewed officials, and examined the methods the Department is using to track and report its performance 
in improving the management of grant and contribution programs. 
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Finally, we interviewed a number of former and current senior managers in the Department to obtain their 
views on the underlying reasons for the problems at HRDC. We also reviewed previous internal audit reports, 
documents on various management initiatives and minutes of key departmental committees. 


Criteria 


Our audit was based on the following criteria: 


¢ The objectives of grant and contribution programs should be clearly stated. Appropriate program 
eligibility criteria should be established that are consistent with the program objectives, the Department’s 
legislative mandate and the requirements of central agencies. 


¢ Appropriate procedures should be established to ensure that projects selected for funding are those most 
likely to contribute to achieving program objectives. These procedures should be documented and 
followed. 


¢ Roles and responsibilities should be clearly defined and transparent. 
° The Department should have in place the capacity to implement the programs. 


¢ The Department should appropriately monitor approved grants and contributions and report the results. 
As part of this, overpayments and repayments should be identified on a timely basis. 


e Financial and management control of program expenditures should comply with relevant government 
policies and legislation. 


° A program accountability framework, including performance measurement and reporting, should be 


developed and clearly communicated. It should include assignment of responsibility for achieving results 
and complying with program requirements. 


The Department should measure, monitor and report to Parliament on performance. Program evaluation 
activities should be closely co-ordinated with internal audits. 


The designation of transfer programs as grants should be reserved for those situations where it is 
demonstrably appropriate for transfers to be unconditional. 
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Federal Public Sector 


Main Points 


12.1 Canadians expect that the federal public sector will be a world leader in promoting sound values and 
ethics in government. Ensuring sound values and ethics is a vital part of good governance that supports and 
respects fundamental democratic values. 


12.2 A comprehensive and sustained dialogue with Canadians and throughout the federal public sector is 
required. We propose a framework for action that includes eight priorities. We suggest that action start with the 
following two priorities. 


* Reinforce leadership for promoting ethical conduct by, for example, 
- clarifying the principle of ministerial responsibility and the responsibilities of officials; and 


- identifying the responsibilities of senior and line managers for promoting sound values and 
ethics. 


* Re-invigorate an extensive dialogue on values and ethics that emphasizes the primacy of the 
principles of respect for the law, the public interest, and public service as a public trust. 


12.3 Sound values and ethics are needed to maintain probity. There is a strong foundation of values and ethics 
in the federal public sector. This foundation should not be taken for granted. The government is taking steps to 
maintain sound values and ethics. Most of these measures are limited or in their preliminary stages. To increase 
the likelihood of success, values and ethics initiatives have to be carefully developed, implemented, and 
monitored by using the best available practices. A prerequisite for success is the leadership of parliamentarians, 
ministers and senior officials. 


12.4 —‘ The federal government needs to develop an implementation plan with deadlines to address values and 
ethics priorities across the public sector and in federal entities. We will continue to monitor and report to 
Parliament on values and ethics initiatives in the public sector. 


Background and other observations 


12.5 We focussed on values and ethics initiatives that promote ethical decision making that is in the public 
interest. These initiatives would form part of a comprehensive approach to good governance in federal entities. 


12.6 In May 1995 we reported to Parliament on ethics and fraud awareness in government. In 1996 the 
government completed A Strong Foundation: Report of the Task Force on Public Service Values and Ethics 

(Tait Report). These reports contributed to forging a consensus on the values and ethics issues that need to be 
addressed in the federal public service. 

12.7 Ensuring ethical decision making is the responsibility of all members of the federal public sector and 
private sector companies as well as organizations and individuals who receive funds from or do business with the 
public sector. 

12.8 Major changes are occurring in the way government organizes and delivers its programs. These changes 
include deregulation, downsizing, increasing delegation of decision making to officials in the field, contracting 
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out and entering into partnerships with the private sector. As well, the government is using new technologies, and 
its work force is becoming more mobile and diverse. As a result, the government is increasingly relying on a 
strong foundation of values and ethics to make decisions in the public interest. 


12.9 As part of good governance efforts, several departments are implementing major values and ethics 
initiatives. Others do not assign a high priority to developing comprehensive values and ethics initiatives. We 
believe that all entities should objectively assess and report on values and ethics. 


The responses of the Privy Council Office, the deputy minister co-champions for values and ethics in the 
public service, the Secretary of the Treasury Board and the Ethics Counsellor are included at the end of this 
chapter. They agree with our assessment of the initiatives under way and acknowledge that there is an 
important need for further work. 
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Introduction 


12.10 —Probity (or honesty) in 
government is a traditional concern of 
auditors general in parliamentary 
democracies. It is maintained through 
cost-effective financial and management 
controls and approaches based on sound 
values and ethics. This study focusses on 
values and ethics approaches. Other 
chapters in this Report look at financial 
and management controls. 


12.11 Sound values and ethics are 
needed to maintain probity. The federal 
government is taking steps to maintain 
sound values and ethics in the public 
sector. To increase the likelihood of 
success, values and ethics initiatives have 
to be carefully developed, implemented, 
and monitored by using the best available 
practices. 


12.12 There is a growing body of 
experience on how best to promote values 
and ethics in government. For example, 
major companies and certain government 
departments have initiated significant 
ethics programs. These programs 
recognize that it is unrealistic to expect 
that, by themselves, values and ethics 
initiatives will ensure probity. A 
considered balance of reliance on 
financial and management controls and on 
values and ethics approaches is required. 
Exhibit 12.1 illustrates the main elements 
of these controls and approaches. 


12.13. Over time, changes in 
government have made it clear that 
ensuring probity will increasingly rest on 
a strong foundation of values and ethics. 
The 1984 report by Michael Starr and 
Mitchell Sharp, Ethical Conduct in the 
Public Sector (Starr-Sharp Report), was 
one of the first major studies of values and 
ethics in Canada. 


12.14 The increased emphasis on values 
and ethics reflects changes in government 
structure and approach — in particular, 
the focus on deregulation and the 
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reduction of management supervision and 
the corresponding emphasis on the 
empowerment of employees, changes in 
public service values, the growing number 
of alternative service delivery agencies, 
the increasing partnerships with the 
private sector, the privatization of certain 
government services, and greater public 
scrutiny of government programs. The 
situation will become more complex in 
the near future as new employees from 
diverse backgrounds are hired to replace 
many retiring public servants, as 
employees enter and leave the public 
service more frequently, and as 
government organizations adopt new 
technologies. 


Financial and management controls 


¢ Control frameworks for 
= risk management 
® financial management 
= physical resource management 


= human resource management 


¢ Information to 
= manage operations 
* support decision making 


= demonstrate accountability 


Values and ethics approaches 


¢ Political and senior management 
leadership that promotes ethical conduct 


* Clear statements of values and ethics or 
codes of conduct 


¢ Approaches to decision making that 
* require consideration of values and 
ethics 
= align management policies to support 
ethical conduct 


offer recourses to report ethical 
concerns 


* Clear guidance for interaction between the 


public and private sectors 


¢ Assessment of and reporting on 
effectiveness of values and ethics 
initiatives 
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Ensuring probity will 
increasingly rest ona 
strong foundation of 
values and ethics. 


Exhibit 12.1 


Elements of Controis and 
Values and Ethics Approaches 
to Maintain Probity in 
Government 


Source: Office of the Auditor 
General, Financial Management 
Capability Model, 1999 


Source: Organization for 
Economic Co-operation and 
Development, Principles for 

Managing Ethics in the 
Public Service 
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Values and ethics 
initiatives are not 
sustainable without 
leadership at the 
highest levels and a 
commitment to act. 


12.15 Increasing discretion and the 
complexity of program objectives also 
mean that public servants are being asked 
more frequently to balance several 
justifiable or equally valued courses of 
action. In Chapter 1 of our May 1995 
Report, we presented to Parliament a 
study, Ethics and Fraud Awareness in 
Government. We reported the results of a 
survey of a random sample of public 
servants on ethical issues. We suggested a 
framework for ethics in government, 
consisting of a statement of principles, 
leadership, empowerment of public 
servants, transparent decision making, 
ethics-related training, a mechanism for 
discussing and reporting ethical concerns, 
and a continuous process that makes 
ethics a conscious and visible part of 
day-to-day decision making (see 
Appendix A). Subsequent reports have 
recommended frameworks similar to our 
own. 


12.16 Since our Report, there have been 
significant values and ethics initiatives in 
the federal government. The first major 
event was the publication in 

December 1996 of A Strong Foundation: 
Report of the Task Force on Public 
Service Values and Ethics (Tait Report). 
As chair of the task force, John Tait, a 
distinguished senior public servant, 
emphasized the need for an ongoing 
robust dialogue on values and ethics — an 
encouraging development. 


12.17. The Canadian Centre for 
Management Development (CCMD) 
reissued the Tait Report in January 2000 
to help reinvigorate the dialogue. Since its 
publication, the report has become the key 
instrument for promoting values and 
ethics in the federal government. Mr. Tait 
supported our Office’s undertaking a 
second study, and many of the conclusions 
of his report were the starting points for 
our study. 


12.18 Asecond major event was when 
the Organization for Economic 
Co-operation and Development (OECD) 
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published in April 1998 its set of 
Principles for managing ethics in the 
Public Service. Canada, along with the 
other member countries of the OECD, has 
subscribed to these principles. We 
interpret the phrase “managing ethics” to 
mean managing ethically by promoting 
respect for and discussion of values and 
ethics that are inherent in democratic 
institutions and society. Because the 
principles represent a wide consensus, we 
used them as benchmarks for our study. 


12.19 The major works on values and 
ethics have a common theme: The 
promotion of values and ethics is an 
essential part of a good governance 
framework that needs to be continually 
and systematically addressed to help 
ensure probity and the long-term viability 
of federal entities. 


Focus of the study 


12.20 Our objective is to stimulate 
sustained and transparent discussion and 
action on values and ethics by Canadians 
and members of the federal public sector. 
In this study, we focus on values and 
ethics initiatives that promote ethical 
decision making as part of a 
comprehensive approach to good 
governance in federal entities. Our 
observations integrate the OECD 
principles, the recommendations of major 
federal public sector reports, and the 
better values and ethics practices in 
government and the private sector. 


12.21 Values and ethics initiatives are 
not sustainable without leadership at the 
highest levels and a commitment to act. 
Thus, one of our primary concerns was the 
leadership responsibilities of 
parliamentarians, ministers, and heads and 
managers of federal entities. 


12.22 Because most of the federal 
public sector initiatives were in their early 
stages of development, we did not conduct 
an in-depth assessment of their 
implementation or their effectiveness in 
changing attitudes and behaviour. 
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12.23. More details about our study’s 
objective, scope, approach and criteria are 
at the end of this chapter. 


Observations 


Values and Ethics Assessments 


The Tait Report 


12.24 The Tait Report was a major step 
forward in forging a consensus on the 
values and ethics issues that need to be 
addressed in the federal public service. It 
is the most recent comprehensive 
assessment of the state of values and 
ethics in the public service. The report 
focussed on values and ethics that are 
fundamental to the sound functioning of 
the public service. It reaffirmed the 
primacy of law and the public interest as 
essential pillars of public administration. 
It proposed the adoption of an “ethics 
regime” similar to the framework we 
presented in our May 1995 Report. 
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12.25. The Tait Report recommended 
major initiatives to promote values and 
ethics (see Exhibit 12.2). Among its key 
recommendations were initiating a 
wide-ranging and honest dialogue on 
values and ethics within and outside the 
government, adopting a statement of 
principles for the public service, 
establishing recourse mechanisms for 
expressing ethical concerns, and 
developing comprehensive ethics regimes 
government-wide and in individual public 
service organizations. 


12.26 The Treasury Board and The 
Leadership Network have recently 
assessed the work undertaken to address 
these recommendations. (The Leadership 
Network’s role is to promote, develop and 
support networks of leaders in the public 
service.) The assessments indicate that 
most of the work is in its preliminary 
stages. In January 2000 the Treasury 
Board Secretariat informed deputy 
ministers that most public servants have 
not heard of the Tait Report and have not 
participated in or are not aware of 
discussions related to the report. 


| * Initiate a wide-ranging and honest dialogue on values and ethics. 


* Re-focus the character of public service as a public trust. 


* Clarify for both the political and public service levels the principles of responsible government, 
the concept of ministerial responsibility and the role the public service is expected to play. 


* Acknowledge the confusion, tension and conflicts between “traditional” and “new” public 
service values, and establish an appropriate balance between these values, giving primacy to the 


public interest and respect for law. 


* Reaffirm that speaking truth to power is a public service value. 


* Establish suitable recourse mechanisms for public servants who may feel that they are under 
pressure or have been asked to perform actions that are unethical or contrary to public service 


values and to the public interest. 


* Align systems, policies, and processes to ensure that they support a sound public service culture 


and values. 


| . . 
_ © Hold deputy ministers and managers accountable for leading by example and ensuring that core 
| public service values are understood and respected. 


* Establish an independent body for non-partisan appointments so that patronage appointments do | 
not threaten the integrity of the public service. 


¢ Adopt a statement of principles for the public service. 


¢ Adopt comprehensive ethics regimes government-wide and in public service organizations. 


| 
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Most of the work to 
address the 
recommendations of 
the Tait Report is in its 
preliminary stages. 


Exhibit 12.2 


Major Values and Ethics 
Initiatives Recommended in 


the Tait Report 
Source: Tait Report 
12-9 
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Furthermore, public servants continue to 
believe that senior managers do not lead 
by example. 


12.27 In its spring 2000 review of the 
dialogue initiative, The Leadership 
Network reported that values and ethics 
are recognized as challenging subjects, but 
that departments may not have the 
capacity to lead and sustain the dialogue. 
As well, there is an absence of a formal 
accountability process and a lack of 
follow-up to gauge the success of values 
and ethics initiatives. The review also 
concluded that there is strong support in 
departments for the following: 


¢ evaluating ethical performance as a 
basis for appointments and promotions; 


* encouraging ethics education and 
training; and 


* deliberately raising ethical 
considerations at meetings. 


Consultations with middle managers 


12.28 There are about 30,000 middle 
managers in the public service. From 
March to June 1998 the Learning 
Advisory Panel for Middle Managers 
consulted them on the major challenges 
and opportunities facing the public 
service. The panel’s 1998 publication, The 
View From Here, contains the results of 
the consultations. On values and ethics, it 
reports that there is “continuing cynicism, 
embitterment and lack of trust.” It 
recommends the following: 


* a professional code of conduct for 
middle managers within an accountability 
framework; 


* aregional ethics counsellor; and 


¢ aclear and concise statement of 
federal public service values and ethics or 
code of conduct. 
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Treasury Board’s survey of public 
servants 


12.29 The Treasury Board’s 1999 
survey of public servants also indicates 
that there are vulnerabilities in the area of 
values and ethics. Exhibit 12.3 presents 
some results that are relevant to our study. 


12.30 According to the results, most 
public servants are treated by their 
colleagues with respect, and the work 
units operate in an open and honest 
manner. However, we are concerned that a 
significant number of public servants 
strongly or mostly agree that they cannot 
explain to others the vision, values or 
mission of their department or agency, 
that they do not have a fair chance of 
getting promoted, that they cannot 
disagree with their immediate supervisor 
without reprisal or that senior 
management will not try to resolve 
concerns raised in the survey. 


Assessment of comptrollership capacity 


12.31 As part of a pilot program, the 
Treasury Board’s April 2000 assessment 
of comptrollership capacity in five 
departments indicates that overall they 
had ethics statements and communicated 
written policies across their organizations. 
However, departments applied their 
policies inconsistently. 


Most Initiatives Promoting Values 
and Ethics Are in Their Early 
Stages 


12.32 Clearly, the ambitious initiatives 
recommended by the Tait Report have yet 
to be realized. As well, the most recent 
assessments of the values and ethics 
challenges in the public service show that 
there is much work to do. There also is 
significant concern for ensuring a strong 
foundation of values and ethics at the 
federal level. Measures have already been 
taken and, although they are in their 
preliminary stages of development and 
implementation, additional initiatives are 
under way. Moreover, key public service 
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leaders such as the Clerk of the Privy 
Council and the deputy minister 
co-champions for values and ethics are 
aware of the need for action. They have 
initiated significant efforts to re-invigorate 
discussion and action across government. 


12.33 Prior to our May 1995 Report, 
the federal government had taken several 
significant initiatives to promote sound 
values and ethics. Post-employment and 
conflict-of-interest guidelines for 
ministers and those appointed by the 


ee 
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Governor in Council (GIC) had been put 
in place; similar guidelines had been 
established for public servants. The role of 
the Assistant Deputy Registrar General 
had been expanded into the position of 
Ethics Counsellor, who reports to the 
Prime Minister. The Ethics Counsellor 
provides advice to ministers and GIC 
appointees and receives disclosure-of- 
asset statements from them. He does not 
provide advice to staff in departments and 
agencies. The Ethics Counsellor is also 
responsible for a registry of lobbyists. 


Exhibit 12.3 


Results on Values and Ethics in the Treasury Board’s 1999 Survey of Public Servants 


(percentage) 
Don’t know/ 

Strongly Mostly Mostly Strongly Not 
Statement agree agree disagree disagree applicable 
I can clearly explain to others the 
direction (e.g., vision, values or 
mission) of my department/agency. 17 47 20 10 5 

I feel I can disagree with my immediate 
supervisor on work-related issues 
without fear of reprisal. 26 48 12 8 5) 
In my work unit my colleagues treat 
me with respect. 42 2 4 1 | 
In my work unit we operate in an 
open and honest way. 30 51 13 4 1 
In my work unit every individual, 
regardless of his or her race, colour, 
gender or disability, would be/is 
accepted as an equal member of the team. Bil 36 6 | 4 3 
I believe I have a fair chance of 
getting a promotion given my skills 
and experience. 10 33 =. 24 aoe 23 9 | 
In my work unit the process of | 
selecting a person for a position 
is done fairly. 1 43 | 18 12 9 
I believe that senior management 
will try to resolve concerns raised 
in this survey. 7 30 | 28 23 1] 
iH =— ——- 


Note: The Treasury Board states that due to rounding, percentages may not add to 100. 


Source: Treasury Board Secretariat 
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Since our May 1995 
Report, there have 
been further major 
values and ethics 
initiatives. 


12.34 Since our May 1995 Report, there 
have been further major values and ethics 
initiatives (see Appendix B). 


Interdepartmental initiatives 


12.35 The government has created 
independent panels and deputy minister 
committees to address wide-ranging 
concerns in specific functional areas and 
sectors: comptrollership across 
government and the effective use of 
science and technology in government. 
The Public Service Commission of 
Canada also leads a staffing reform 
initiative. The reports of the panels, the 
committees, and the Commission cover a 
broad range of issues. Most of the efforts 
to address the values and ethics issues 
raised in the reports are in their 
preliminary stages. 


12.36 Comptrollership. The 
Independent Review Panel on 
Modernization of Comptrollership in the 
Government of Canada presented a report 
in October 1997. It concluded that among 
the prerequisites for sound management 
was a common base of accepted, 
understood and practised values and ethics 
to guide and permit more independent 
decision making. Using the panel’s 
criteria, the Treasury Board Secretariat 
asked five departments to initiate, as a 
pilot program, a self-assessment of 
capabilities, including the extent to which 
ethical practices and values are in place. 


12.37 Science and technology. The 
public’s confidence in government use of 
science and technology to protect the 
economy and health and safety of citizens 
has been shaken by recent crises, such as 
the diminishing Atlantic and Pacific fish 
stocks and the threatened safety of our 
blood supply. 


12.38 In response, the federal 
government has sought to establish 
mechanisms to ensure that it considers 
sound scientific advice in forming policy 
and regulations. To achieve this end 


requires the resolution of conflicts 
between the values of the science and 
technology community, the policy 
formulation process and the 
responsibilities of the political level. 


12.39 In 1996 the government 
published Science and Technology for the 
New Century: A Federal Strategy, in 
which it called for science-based 
departments and agencies to establish 
external advisory bodies. In March 1999 
the major science departments issued a 
statement of best practices for the conduct 
and use of science and technology in 
government. The statement included 
scientific and public service values such 
as integrity, objectivity, transparency, 
professionalism, respect for people, 
excellence and accountability. 


12.40 The government broadened the 
initiative to include consultation across 
the country. In May 1999 the Council of 
Science and Technology Advisors 
presented a report, Science Advice for 
Government Effectiveness. In June 2000 
the government published A Framework 
for Science and Technology Advice. 
Among the key values that motivate the 
reports are the following: 


* inclusiveness to ensure that advice is 
drawn from a variety of scientific sources 
and from experts in many disciplines; and 


* openness to ensure that governments 
employ science in decision-making 
processes that are transparent and open to 
stakeholders. 


12.41 Values-Based Merit 
Framework. In 1990 the federal 
government assessed public service 
staffing in Public Service 2000: Report of 
the Task Force on Staffing. The Public 
Service Commission looked at this issue 
in its 1996 Consultative Review of 
Staffing. These reports recommended that 
the staffing system focus more on 
judgment, values and ethics and less on 
prescriptive controls and rules. To 
implement this recommendation, the 
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Public Service Commission has launched 
a Staffing Reform initiative. According to 
the Commission, most staffing 
responsibilities have now been delegated 
to managers, and departments are 
expected to create customized approaches 
to staffing and accountability. The 
Commission told us that the potential 
results of delegation have not been fully 
realized because there has been no 
values-based framework to guide 
managers in the exercise of their new 
powers. 


12.42 The Commission is implementing 
a Values-Based Merit Framework to 
support managers. The focus of the 
framework is the achievement of an 
ethical balance of key merit values and 
management principles. The Commission 
is providing training to managers. It is 
also establishing new accountability 
agreements with departments that include 
values-based performance indicators, such 
as surveys of client satisfaction, for hiring 
competent staff in a fair, equitable and 
transparent manner. 


12.43 Clerk of the Privy Council and 
the appointment of co-champions. In 
response to this chapter, the Clerk of the 
Privy Council stated that he has 
“embraced quite vigorously” the 
“responsibility for ensuring [that] the 
values and ethics agenda moves forward.” 
In May 1999 he appointed two deputy 
minister co-champions to lead the values 
and ethics agenda. The Privy Council 
Office (PCO) told us that the 
appointments do “not preclude the 
Clerk/PCO from playing a role; however, 
the responsibility is envisaged as one of 
support and challenge.” The co-champions 
have focussed on re-activating the values 
and ethics dialogue and encouraging all 
deputy ministers to develop ethics 
initiatives. 


12.44 Office of Values and Ethics. In 
April 1999 the Treasury Board Secretariat 
established the Office of Values and 
Ethics. The primary role of the Office is to 
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support the deputy minister co-champions 
for values and ethics. It is sponsoring the 
development of training materials, 
organizing workshops to share best 
practices, developing case studies, and 
providing guidance on ethics programs to 
departments. The Office is also reviewing 
the Conflict of Interest and 
Post-Employment Code for the Public 
Service. Most of this work is in its 
preliminary stages. 


12.45 The Office does not have a 
mandate to act as an ethics counsellor to 
public servants or receive or investigate 
complaints. However, on occasion it is 
hearing from them and providing advice 
or taking informal action. 


12.46 Secretary of the Treasury 
Board. In August 1999 the Secretary of 
the Treasury Board wrote to deputy 
ministers to clarify the policy and legal 
framework for public servants regarding 
the acceptance of gifts, hospitality and 
other benefits. The Secretary noted that as 
the government’s way of doing business is 
changing, public servants are increasingly 
being offered benefits of considerable 
value. They have indicated that existing 
codes and guidelines relating to questions 
of ethical behaviour are vague, and it is 
not clear to whom they should turn for 
guidance. 


The deputy minister 
co-champions for 
values and ethics in 
the public service have 
focussed on 
re-activating the 
values and ethics 

12.47 The Secretary emphasized that dial 
public servants must understand the legal lalogue. 
and policy framework for conflict of 

interest and its profound legal and 

professional consequences. He stressed 

that procedures need to be established to 

ensure compliance with the requirements 

of the Criminal Code and the Conflict of 

Interest and Post-Employment Code for 

the Public Service. 


12.48 The Canadian Centre for 
Management Development. The CCMD 
contributes to the promotion of values and 
ethics through its learning activities for 
public service managers. In February 2000 
it established a series of “armchair 
discussions” on values and ethics, chaired 
by the co-champions. Values and ethics 
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Departments and their 
branches are the key 
organizations for 
promoting and 
maintaining sound 
values and ethics. 


Exhibit 12.4 


Ethics Components of Major 
Departmental Initiatives 


Source: PWGSC, RCMP, 
National Defence 


are also key elements of the CCMD’s 
leadership and management courses, 
which are not mandatory. 


Major departmental values and ethics 
initiatives 


12.49 Departments and their branches 
are the key organizations for promoting 
and maintaining sound values and ethics. 
The growing experience with values and 
ethics initiatives indicates that in a general 
framework for the public sector, federal 
entities need to develop initiatives that 
meet their specific needs. 


12.50 For example, National Defence, 
Public Works and Government Services 
Canada (PWGSC), and the Royal 
Canadian Mounted Police (RCMP) have 
undertaken major initiatives to promote 
sound values. These initiatives respond to 
particular circumstances, and they 
illustrate the variety of challenges and 
approaches. The values and ethics 
initiatives in these organizations are 
sophisticated programs with high 
expectations, which incorporate and even 
develop best practices of formal ethics 
programs. Exhibit 12.4 lists the key 
elements of these programs. 


| © Adoption of an ethical decision-making 


| * Recourse options to seek guidance on and 


| * Assessment of cultural change through 


| ¢ Establishment of a small office for the 


¢ Leadership activity and participation. 


° Extensive dialogue on values and ethics 
dilemmas in the workplace. 


° Grassroots development of values and 
ethics codes. 


¢ Communication, training and awareness. 
* Prompt resolution of ethical concerns. 


¢ Alignment of policies to reinforce ethical 
decision making. 
model. 


report ethical concerns. 


surveys or focus groups. 


promotion of ethics. 


12-14 


12.51 National Defence. The 
Department’s values and ethics initiative 
began from a need to protect resources 
and later to respond to crises with 
significant ethical dimensions. The effort 
has become more comprehensive as the 
Department and the Canadian Forces have 
recognized that they are dealing with 
evermore complex, difficult, and 
increasingly conflicting and ambiguous 
operational tasks. In particular, small 
contingents are being assigned to missions 
in remote, relatively isolated areas 
containing populations with a long history 
of hostilities. In these areas, they are 
expected to carry out simultaneously 
military, quasi-police, and peacekeeping 
functions. These assignments represent a 
major shift from placing large battle units 
in the field to fight wars with relatively 
clear moral rationales and goals. 


12.52. Royal Canadian Mounted 
Police. The RCMP’s initiative stems from 
the major change to community policing 
in 1989. Community policing requires 
consideration of community expectations, 
the development of partnerships with 
community groups, and the provision of 
tailored services, where possible, to meet 
the unique needs of each community. 


12.53 It also requires a change from a 
traditional “command and control” 
organizational and management structure 
with only one way to do things, “the 
RCMP way,” to one where officers are 
expected to approach problems by taking 
into account key problem-solving factors 
and corporate values and ethics. To 
implement the approach, the RCMP has 
appointed an Ethics Advisor. It also has 
sought to provide a clear rationale, 
guidance and training, supplemented with 
a clear statement of departmental 
commitments to its employees and to the 
communities it serves. In addition, the 
RCMP has undertaken a major initiative 
to align all its policies and procedures 
with its mission, vision, and values 
statement. 
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12.54 Public Works and Government 
Services Canada. In the fall of 1997 at a 
meeting of 250 senior departmental 
executives, the Deputy Minister stated that 
ethics were part of good governance in the 
Department. PWGSC has since appointed 
an ethics counsellor, established a director 
of an ethics development office, and 
developed an ethics program framework; 
the Deputy Minister has distributed terms 
of reference for the program to each 
senior manager. Currently, PWGSC is 
pursuing a major initiative to raise 
awareness of values and ethics issues 
through discussion and to support senior 
management in fulfilling its 
responsibilities for sustaining values and 
ethics. 


12.55 Citizenship and Immigration 
Canada (CIC). The Department has 
adopted a step-by-step initiative led by the 
deputy minister that focusses on the 
day-to-day promotion of values and 
ethics. In 1997 it undertook a major 
consultation initiative with its staff on 
workplace values and ethics dilemmas and 
ways of resolving them. The consultations 
resulted in a resource document, The 
Ethical Compass: Values and Ethics 
Dilemmas at CIC. 


12.56 The Department has recently 
approved a framework for middle 
management training that identifies values 
as a key area. It has also appointed an 
ombudsman and a new values and ethics 
champion. The CIC Ombudsman counsels 
employees on how to resolve problems, 
and as a member of the management 
board, acts as the “conscience of the 
Department.” The Ombudsman reports on 
general issues to the Deputy Minister, who 
has made a commitment to act on 
systemic issues. 


12.57 Other departments. Human 
Resources Development Canada (HRDC) 
has recently begun an extensive dialogue 
with all staff on values and ethics. The 
Department has released the Handbook on 
Values and Ethics in HRDC. All the other 
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departments we reviewed have taken some 
steps to address values and ethics 
concerns. For example, all the 
departments have a vision, mission or 
values statement. However, most 
departments have not assigned a high 
priority to developing comprehensive 
values and ethics initiatives. 


Major Values and Ethics 
Challenges 


12.58 In our view, a comprehensive 
effort is needed to ensure that the federal 
public sector meets emerging values and 
ethics challenges. To further discussion 
and action, we have identified specific 
areas that need to be considered as part of 
a comprehensive framework of priorities 
for action. These areas include reinforcing 
responsibility and leadership for ethical 
conduct, developing shared values and 
ethics, and establishing avenues for 
voicing concerns about values and ethics. 


Reinforcing responsibility for ethical 
conduct 


12.59 Sustaining and promoting values 
and ethics in the federal public sector is 
the responsibility of all its key institutions 
and members. It requires a comprehensive 
approach that involves the leadership and 
strong commitment of parliamentarians, 
ministers, and heads of federal entities. It 
also relies on the development of 
appropriate values and ethics initiatives in 
federal entities and in the interaction 
between the public and private sectors. 


Leadership of parliamentarians 


12.60 Michael Starr and Mitchell Sharp 
published a report in 1984, Ethical 
Conduct in the Public Sector. In it they 
asked parliamentarians to set an example 
because they are prominently in the public 
eye, and their actions, values, and ethical 
conduct send a signal as to the norms of 
acceptable behaviour. 


12.61 The OECD’s Principles for 
Managing Ethics in the Public Service call 


A comprehensive 
effort is needed to 


ensure that the federal 
public sector meets 


emerging values and 


ethics challenges. 
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Exhibit 12.5 


Responsibilities of Political 
Leaders 


Source: OECD, Principles 
for Managing Ethics in the 
Public Service 


for political and senior official 
commitment to ethics that reinforces 
ethical conduct (see Exhibit 12.5). 


12.62 Provisions dealing with particular 
aspects of the conduct of parliamentarians 
are in various statutes and documents. 
Relevant sections of the Criminal Code 
cover bribery of officials, fraud against the 
government, and breach of trust. The 
Parliament of Canada Act contains 
provisions that govern contracts with the 
government, the financial interests of 
senators, and the ineligibility of members 
of the House of Commons to benefit from 
government contracts. 


12.63 Various attempts have been 
made, without success, to establish a code 
of conduct for parliamentarians. In July 
1973 the government issued a green paper, 
Members of Parliament and Conflict of 
Interest, that proposed a code of conduct 
for parliamentarians as a first step in 
implementing a comprehensive policy for 
officials at all levels of government. 


12.64 In June 1992 the Special Joint 
Committee of the Senate and the House of 
Commons on Conflict of Interests 
recommended the adoption of clear rules 
to guide members of Parliament. In March 
1993 the Prime Minister introduced 
legislation on conflict of interest for 
parliamentarians. Another committee that 
reviewed the proposed legislation 
recommended that it not be pursued. In 
March 1997 a third special joint 
committee recommended ethical 
principles and a code of conduct (see 
Appendix C). This recommendation 
reflected the committee’s concern about 


the erosion of the public’s respect for 
Parliament as an institution; Parliament 
did not adopt it. 


12.65 The legislatures of all provinces 
and territories have adopted 
conflict-of-interest legislation or codes of 
conduct that include a requirement for 
disclosure of assets to an independent 
commissioner or to the clerk of the 
legislature. Similarly, national legislatures 
of similar jurisdictions (such as the United 
States, the United Kingdom, and 
Australia) have adopted legislation or 
standing orders that guide official conduct 
and require members to disclose assets. 


12.66 Given the significance of the 
need for ethical leadership, we suggest 
that parliamentarians consider their role 
once again as part of a comprehensive 
initiative for the public sector. 


Leadership of ministers 


12.67 The Prime Minister, other 
ministers, and the heads of federal entities 
set the tone for the entire government. In 
our 1995 Report we indicated that the 
Conflict of Interest and Post-Employment 
Code for Public Office Holders, which 
applies to ministers and Governor-in- 
Council appointees, was satisfactory. 
However, explanatory guidelines and 
illustrative cases are still needed. This 
information would help parties covered by 
the Code as well as Canadians to fully 
understand its application. 


12.68 Ministerial responsibility. One 
area that may require further attention is 
the clarification of the concept of 
ministerial responsibility. The Tait Report 


Actions 


¢ Create sanctions against wrongdoing. 


Principle: Political commitment to ethics should reinforce the ethical conduct of public servants. 


e Maintain a high standard of propriety in the discharge of official duties. 
Create legislative and institutional arrangements that reinforce ethical behaviour. 


Provide adequate support and resources for ethics-related activities throughout government. 
Avoid exploitation of ethics rules and laws for political purposes. 
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noted that the concept touches on the 
“deepest values of public service in a 
parliamentary democracy” and that if 
these values are shifting, then “much else 
is in doubt.” It identified concerns among 
public servants that the concept is unclear, 
outdated or “just unreal,” or 
“meaningless.” The report concluded that 
because of the evolving nature of 
parliamentary government and the 
continuing confusion, it would be useful 
to develop a clear statement of ministerial 
responsibility for ministers, public 
servants and the public. 


12.69 Previous government reviews of 
ministerial responsibility have reached 
contrary conclusions. For example, the 
1962 Royal Commission on Government 
Organization (Glassco Commission) and 
the 1979 Royal Commission on Financial 
Management and Accountability (Lambert 
Commission) recommended that to reflect 
reality, deputy ministers should be 
accountable to Parliament for their 
administrative responsibilities. 


12.70 The Lambert Commission made 
the recommendation because it had found 
that “a serious malaise pervading 
management of government stems 
fundamentally from a grave weakening, 
and in some cases an almost total 
breakdown, in the chain of accountability 
of government to Parliament and 
ultimately to the Canadian people.” 


12.71 In 1991 the Standing Committee 
on External Affairs and International 
Trade reviewed the admission of a foreign 
government official to Canada. The 
committee concluded that ministerial 
responsibility should be clarified, and it 
recommended the immediate appointment 
of a high-level task force to define the 
concept. 


12.72 Different conclusions can be 
found in reports from the Privy Council 
Office that discuss the concept of 
ministerial responsibility. These reports 
include the 1979 Privy Council Office 
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submission to the Lambert Commission; 
the 1990 white paper, Public Service 
2000: The Renewal of the Public Service 
of Canada; the 1992 report, Public Service 
2000: A Report on Progress; and the 1993 
publication, Responsibility in the 
Constitution. They argue that the concept 
is clear — accountability should not be 
divided because it governs the use of 
power; thus, “it requires that a minister be 
personally answerable to the House of 
Commons for the exercise of power.” 


12.73 Concerns about the clarity of the 
concept of ministerial responsibility and 
its consequences are recurrent, and they 
go to the fundamental nature of 
responsibility for actions in government. 
Therefore, we agree with the Tait Report 
that clarifying the responsibility of 
ministers is essential for promoting sound 
values and ethics in government. We 
would extend this clarification to the 
responsibility of officials who receive 
delegated authorities. 


Concerns about the 
Clarity of the concept 
of ministerial 
responsibility and its 
consequences are 
recurrent. 


12.74 A starting point for discussion 
could be for the Privy Council Office to 
explain the concept of ministerial 
responsibility so that public servants and 
the public can better understand the 
responsibility that exists and how it is 
respected. Additional starting points for 
the discussion could be the United 
Kingdom’s Ministerial Code: A Code of 
Conduct and Guidance on Procedures for 
Ministers and Australia’s Guide on Key 
Elements of Ministerial Responsibilities. 


Leadership in federal entities 


12.75 Maintaining sound values and 
ethics is part of good governance, and 
senior and middle officials as well as 
ministers bear the primary responsibility. 
The OECD’s principles call for managers 
to demonstrate and promote ethical 
conduct and provide consistent leadership 
(see Exhibit 12.6). The results of ethical 
leadership include employees who are 
more satisfied and committed, 
organizations that can attract and retain 
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If senior managers 
want to lead 
employees effectively, 
they have to start with 
promoting values and 
ethics and leading by 
example. 


Exhibit 12.6 


Responsibilities of Managers 


Source: OECD, Principles 
for Managing Ethics in the 
Public Service 


better employees, and organizations that 
are trusted and more effective. 


12.76 The Clerk of the Privy Council, 
heads of federal entities, and senior and 
line managers have a key role in 
promoting a public service based on 
values. The Tait Report focussed on the 
importance of the quality of leadership 
and the calibre of role models, especially 
at the most senior levels. The role of 
management is also emphasized in the 
Treasury Board’s March 2000 publication, 
Results for Canadians: A Management 
Framework for the Government of 
Canada. The Board’s report states that 
management in the public service must be 
guided by a clear set of values. In 
particular, management must respect and 
reinforce Canadian institutions of 
democracy, and it must be guided by the 
highest professional and ethical standards. 


12.77. The Clerk has emphasized that 
everything that senior managers do is 
judged by their employees. If senior 
managers want to lead them effectively, 
they have to start with promoting values. 


12.78 We agree with the Clerk and 
suggest that his approach be taken one 
step further to clearly specify that the role 
and responsibilities of heads of entities 
and senior and line managers include 
ensuring sound values and ethics in 
government. This clarification would 
reinforce the principle that managers 
should not transfer their responsibilities 
for maintaining sound values and ethics to 
such parties as ethics counsellors or 
ombudsmen. However, managers will 
need guidance and training to provide this 


leadership. Exhibit 12.7 summarizes key 
attributes of ethical leadership. 


12.79 There is another prerequisite for 
success of values and ethics initiatives. 
Employees in the federal public sector 
have a key role to play in pushing forward 
the values and ethics agenda and 
maintaining the highest standards of 
values and ethics. However, as the Tait 
Report stated, public servants and 
managers will need to be given the tools 
to assume this role. 


Developing Shared Values and 
Ethics 


Statement of public service principles 


12.80 Statements of values and ethics 
are clearly important, but by themselves, 
they do not create honesty. Their main 
purpose is often perceived to be to hang 
on a wall and collect dust. However, as 
part of a comprehensive approach, we 
believe such statements can play an 
important role. They can express the core 
values of an organization and set standards 
for acceptable conduct. The core values 
and standards are those that would not be 
compromised. 


12.81 The Tait Task Force envisioned 
the development, through extensive 
dialogue, of a set of clearly articulated and 
widely endorsed values and ethics 
principles for the public service one year 
after the release of its report in 1996. 
Using these principles, organizations 
would formulate values and ethics 
statements that address their specific 
circumstances. 


12.82 The deputy minister 
co-champions for values and ethics and 


Actions 


¢ Demonstrate high standards of conduct. 


° Provide incentives for ethical behaviour. 


public servants and citizens. 


Principle: Managers should demonstrate and promote ethical conduct. 


¢ Maintain an organizational environment where high standards of conduct are encouraged. 


° Provide consistent ethical leadership in professional relationships with political leaders, other 
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the Treasury Board Secretariat have 
concluded that without an extensive 
dialogue, the development and 
implementation of such principles would 
not be meaningful. This dialogue needs to 
be transparent and to include discussions 
with Canadians and specific stakeholders. 
Without extensive public dialogue, 
Canadians may be skeptical about the 
principles and the commitment of leaders 
to the principles. 


12.83 We believe that the federal 
government needs to set a reasonable time 
frame for the development of a set of 
values and ethics principles for the public 
sector. The United Kingdom’s Seven 
Principles of Public Life (see Appendix D) 
and Civil Service Code (see Appendix E) 
could be starting points for discussion. 
The seven principles apply to all members 
of the public sector in the United 
Kingdom. The Code identifies not only 
the duties and responsibilities of civil 
servants to ministers but also those of 
ministers to civil servants. 


12.84 As part of a longer-term effort, 
we believe that the federal government 
needs to ensure that senior managers 
discuss, share, and promote a common set 
of values and ethics. To this end, the Privy 
Council Office, the Treasury Board 
Secretariat, and the Canadian Centre for 
Management Development need to design 
mandatory training on core values and 
ethics for all senior managers. This 
training could be expanded to include all 
public service managers. The Secretariat 
would need to ensure that this training is 
also given to all public servants. 


12.85 As well, the Conflict of Interest 
and Post-Employment Code for the Public 
Service still needs to be updated. We also 
recommended in our May 1995 Report 
that explanatory guidelines and illustrative 
cases be developed. In June 2000 the 
Treasury Board Secretariat published a 
guide on the application of the Code. 
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Assigning priority to key values and 
ethics 


12.86 Managers and staff in federal 
entities may encounter a wide range of 
values and ethics dilemmas in the 
workplace. Major departmental values and 
ethics initiatives include developing 
hypothetical case studies to stimulate 
discussion. These cases often present 
situations that pose difficult personal and 
organizational choices. Exhibit 12.8 
illustrates the scenarios that may be 
discussed. They are taken from the ethics 
courses of various departments. 
Participants in the discussion are expected 
to take a position after identifying the 
values and ethics at play in the scenario, 
the risks that exist, and the process that 
could be used to resolve the situation. 


12.87 We are concerned that the 
discussion of the scenarios may not 
include clear guidance on the priority to 
be assigned to the wide range of values 
and ethics that may apply. The Tait Report 
identified 45 different values grouped into 
five overlapping categories of core public 
service values: democratic values, ethical 
values, “traditional” professional values, 
“new” professional values, and people 


¢ Create a supportive work environment 
that 

values people, treating them with dignity, 

civility and fairness; 


emphasizes openness and the sharing of 
information; 


promotes honest and collegial leadership; 


encourages and supports speaking truth to 
power; and 


supports a balanced family and work life. 


¢ Make decisions that 

= serve the public interest; 

* respect democratic principles and the rule 
of law; 

= ensure due process, impartiality and 
objectivity; 

* provide effective services to citizens; and 

* promote transparency, probity and 
accountability. 


Exhibit 12.7 
Key Attributes of 


Ethical Leadership in the 
Public Sector 


Source: Tait Report 
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“New” values could be 
at odds with some of 


values (see Exhibit 12.9). The report 
assigned primacy to the values of respect 
for law and the public interest. However, 
it did not provide guidance on how to 
resolve conflicts among competing and 


the fundamental 
overlapping values. 

requirements of 

: 12.88 One of the central concerns of the 

democratic Tait Task Force was the emphasis being 

government. placed on such “new” values as service to 
clients and customers, as opposed to 
“traditional” values that focussed on 
respect for law and accountability. The 

Exhibit 12.8 


Hypothetical Case Studies of Values and Ethics Dilemmas in the Workplace 


task force was also concerned that the 
growing tendency to use the term 
“customers” or “clients” could have 
long-term consequences of establishing a 
new set of standards and a new universe of 
values. These values could be at odds with 
some of the fundamental requirements of 
democratic government. 


12.89 The task force’s report concluded 
that any approach that treats the public 
service, or appears to treat it, as if it were 
the same as private enterprise risks 


Box seats. You are invited by a private sector company to join 
other departmental personnel in a corporate “box” at a local 
National Hockey League arena for a game in the Stanley Cup 
playoffs. You reflect that the cost of these boxes may average to 
about $100 or more per person in the regular season, but often 
exceed $1,000 in the playoffs. What should you do? 


Request for lenient inspection. You are inspecting the books of 
a manufacturer that has violated the law. At noon you break for 
lunch and go to a restaurant. The company manager joins you 
there and asks you to be lenient regarding the manufacturer’s 
practices and subtly suggests that he could offer you a very good 
deal on a computer. At the end of the meal, the manager offers to 
pay for your lunch. What should you do? 

Employment offers. You are in a position to recommend and 
approve giving a contract to a firm that has made overtures to 
hire you. What should you do? 


Missing supplies. You are the supply officer for a peacekeeping 
mission. On the day that a supply arrives, you are asked to sign 
for a quantity of 100 of a particular item, when only 70 are in the 
box. Thirty have been skimmed off as the cost of doing business 
in this particular country. No signature, no delivery. You need 
the item badly. What should you do? 


Statement of qualifications. You have to prepare a statement of 
qualifications for a competition and are under pressure from 
management to write it narrowly so as to favour a particular 
candidate or to screen out as many candidates as possible in 
order to speed up the process. What should you do? 

Policy advice. A director has prepared a policy statement that 
you feel contains gross errors and is in some respects dishonest. 
In spite of staff efforts to correct the mistakes, he continues to 
push through the policy statement. The easy approach is to keep 
quiet and implement the new policy; the difficult one is to 
challenge the accuracy of the document. However, there is no 
appropriate method to criticize the policy. What should you do? 
Building upgrades. Government architects and engineers judge 
that there is a need for upgrading government-owned buildings. 


They have identified an opportunity to address the problem 
during retrofits but were told by financial officers that the funds 
were not available. They are concerned that the failure to act 
could make them professionally liable and could embarrass the 
government should major health problems or injuries occur. 
What should they do? 


Insufficient budget. You are on the review board for a major 
equipment acquisition project. The project manager is 
suggesting that the project budget is insufficient to get all the 
requested equipment, unless auxiliary components are removed 
from the main project package. You know that once the purchase 
is decided, the department will have no choice but to find 
additional funding for the auxiliary components. What should 
you do? 


Managing immigration risks. Your supervisor instructs you to 
waive all interviews for immigrant applicants listing occupations 
as either engineers or systems analysts. He believes that the 
majority of applicants will be accepted, and selection interviews 
will be of little value. Past experience has shown you that many 
cases could be problematic. You are reluctant to advise your 
supervisor because you know that any challenge to his authority 
will be reflected in your appraisal. What should you do? 


Ministerial decisions. In a recent press release, the minister is 
quoted as saying that a decision will result in significant savings. 
As a member of the project team, you know this is not quite true. 
The political interest and involvement in the project was high. 
To create the savings will require that other projects may have to 
be delayed or forgone. What should you do? 


Peacekeeping situations. You are a platoon commander in a 
country plagued with sectarian violence and power struggles 
between the government and rebel factions. Your platoon is 
ordered to a remote area to evacuate Canadian civilian aid 
workers from a dangerous situation. At the location, you find 
that there are many other civilians who are at risk. What should 
you do? 


Source: Ethics courses of PWGSC, National Defence and CIC. 
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undermining not only the “structure of 
motivation for public service but, more 
important, its capacity to serve democratic 
government in an ethical and accountable 
manner.” 


12.90 The Tait Task Force had 
anticipated the problems encountered in 
the regulatory and inspection community. 
A committee of senior officials raised the 
issue of conflicting values in its 
November 1999 report, A Public Trust: 
Keeping Canadians Safe and Healthy, A 
Review of the Federal Government’s 
Regulatory/Inspection Community: 
Recruitment, Retention and Management 
Issues. The committee noted that 
client-service values increasingly involve 
inspectors in educating, persuading, and 
monitoring industry as well as enforcing 
regulations. These responsibilities require 
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mutual trust with industry clients and to 
create a collaborative atmosphere of 
learning and development. The dual role 
is considerably more complex and 
introduces “tensions into the relationship, 
requiring the inspector to make 
appropriate choices between the ‘white’ 
hat (service role) and the ‘black’ hat 
(enforcer role).” 


12.91 According to the committee’s 
report, the regulatory and inspection 
community has found it difficult to 
interpret the meaning, in its operational 
context, of the “client service” vocabulary 
prevalent in the government over the past 
five years. The report concluded that “a 
key issue to be addressed is the need to 
shift the vocabulary for this group from 
the ‘client service’ vocabulary, toward a 
discussion of ‘Protecting the Public 


inspectors to build a relationship of Interest’.” 
Democratic values ¢ Responsible government ° Loyalty Exhibit 12.9 
¢ Rule of law ¢ Neutrality/non-partisanship f 
* Support for democracy * Accountability Categories of Values 


¢ Respect for the authority of 
elected officeholders 


Due process 
Public interest/common good 


“Traditional” = * Neutrality/non-partisanship 
professional values ° Merit 
¢ Excellence 
¢ Effectiveness 
* Economy 
¢ Frankness 


Objectivity and impartiality 
in advice 

Speaking truth to power 
Balancing complexity 
Fidelity to the public trust 


¢ Prudence 
¢ Impartiality 


i = 
“New” professional = * Quality Resourcefulness 
values | ° Innovation Service to clients/citizens 
¢ Initiative Horizontality 
| © Creativity Teamwork 
- 1 
Ethical values * Integrity Equity 
| © Honesty Selflessness 
¢ Probity Discretion 


Public trust | 


—_- = —— 


People values * Respect 
* Concern/caring 
| © Civility/courtesy 
¢ Tolerance 
* Openness 
* Collegiality/participation 
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Fairness 
Moderation 
Decency 


Reasonableness 
Humanity 
Courage 


Source: Tait Report 
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It should be made 
clear that the public 
service values of 
respect for law and the 
public interest are 
paramount. 


12.92 The report noted that “the focus 
on Client Service has been driven by a 
wide range of government initiatives and 
directives, providing a persuasive message 
to all public servants.” It suggested that “a 
renewed focus on the public interest could 
be initiated through the development of a 
‘Code of Practice’ applying specifically to 
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the ‘regulatory/inspection function’. 


12.93 The Regulatory Inspection 
Secretariat at Transport Canada told us 
that it is currently consulting inspectors 
from various departments on their role. 
The Secretariat is also asking them about 
the potential tools, such as a code of 
conduct, that would put more emphasis on 
protecting the public interest. 


12.94 Although the emphasis on “new” 
values raises concerns, it also presents 
potential benefits. The Tait Task Force 
suggested that the right balance of 
“traditional” and “new” values could 
reduce bureaucratic preoccupation with 
territory and narrow perspectives and help 
to recognize citizens and their interests as 
real and concrete. This balance could 
create a strong culture of public service. 


12.95 In practice, we believe that the 
“traditional” public service values have 
always included elements of the “new” 
values. These types of values do not 
represent a dichotomy. The crux of the 
concern is whether the “new” values are 
being interpreted as having a higher 
priority than such key “traditional” values 
as respect for law and the public interest. 


12.96 The Tait Task Force recognized 
that there was confusion, tension, and 
conflict between “traditional” and “new” 
values. As a result, it recommended in its 
report that the dialogue on public service 
values and ethics be used to explain and 
provide guidance on finding the right 
balance of “new” values and “traditional” 
values. However, like the Tait Task Force, 
we believe that it should be made clear 
that the public service values of respect 


for law and the public interest are 
paramount. 


Immediate steps to reinforce ethical 
decision making 


12.97 Because a wide-ranging dialogue 
is required, the development of a set of 
core principles may take some time. 
Federal entities can take immediate steps 
to establish elements of the infrastructure 
needed to help staff manage and deliver 
programs ethically. The establishment of 
this infrastructure would indicate to staff 
that senior management is taking seriously 
current values and ethics initiatives. 


12.98 The initial step is to acknowledge 
the difficult value and ethical judgments 
that may have to be made in delivering 
programs. Employees who have been told 
to make judgment calls need to have the 
necessary guidance and support. Judgment 
involves consciously asking if decisions 
and the reasons for the decisions are fair, 
honest, and reputable and would bear 
close public scrutiny if the media 
disclosed them. 


12.99 To help make judgments, 
departments could adopt a 
decision-making model to help managers 
and staff manage ethically (such a model 
is already part of three departmental ethics 
initiatives that we reviewed). They also 
could establish program support centres, 
which would offer objective guidance to 
staff and complement the role of 
superiors. As well, they could use their 
risk management programs to assist staff 
in predicting and planning for difficult 
situations. For example, the management 
of the Real Property Service of PWGSC 
has focussed on developing a support 
centre and risk management techniques. 
Without them, it believes that asking staff 
to take risks and apply ethical values “will 
be seen cynically as an attempt by 
management to download its 
responsibilities on staff.” 
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Guidance for interaction between the 
public and private sectors 


12.100 A shared set of values is a 
necessary condition for a successful 
business relationship. In our May 1995 
Report, we concluded that “the 
government needs to forthrightly 
communicate its core set of ethical 
standards to groups and individuals 
dealing with government with a clear 
indication that it expects these standards 
to be respected.” As well, the OECD’s 
principles call for “clear guidelines for 
interaction between the public and private 
sectors.” A prerequisite for dealing with 
this issue is the development of a clear set 
of values and ethics government-wide and 
in relevant federal entities. 


12.101 Major steps have been taken to 
address this issue for lobbyists. In 
September 1988 the Lobbyists 
Registration Act was promulgated. In 
March 1997 the Ethics Counsellor, by 
regulation, established the Lobbyists’ 
Code of Conduct to provide greater 
assurance to Canadians of the integrity, 
objectivity, and impartiality of 
government decision making. 


12.102 In the relationship between the 
public and private sectors, including 
voluntary agencies, billions of dollars are 
spent on contracts as well as grants and 
contributions in Canada and abroad. 
However, the relationship has become 
increasingly complex as the government 
establishes alternative service delivery 
entities, which operate in a manner similar 
to companies, and as it creates 
partnerships with the private sector to 
pursue the public interest. In addition, the 
government has privatized certain public 
functions that still serve public purposes. 


12.103 While the public and private 
sectors share many values, they differ in 
key respects. For example, personal 
financial interests in the private sector are 
often tied to the interests of the 
corporation through benefits such as share 
options, and political neutrality is not 
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required. Also, with consent, personal 
information about customers may be 
shared to reduce financial risks. In the 
public sector, employees are expected to 
act in the public interest and remain 
politically neutral. They are also obligated 
to protect the privacy of personal and 
corporate information provided to the 
government. 


12.104 We found that the private sector 
is aware of the need to establish 
guidelines to govern the interaction 
between itself and the public sector. Some 
major companies have such guidelines. 


12.105 The Australian Department of 
Defence has published a code of conduct 
setting out a framework for relationships 
between itself and industry. The code 
contains 17 principles, some of which 
require honesty and integrity, action with 
care and diligence, and accountability for 
decisions and actions. According to the 
Department, it “expects that its tenderers, 
contractors, suppliers and their employees 
and subcontractors will all be guided by 
this Code of Conduct.” If departmental or 
industry employees believe that a breach 
of law or of ethical behaviour has 
occurred, they can report their concerns to 
the Department’s Inspector-General, who 
will investigate in confidence. 


In its Principles for 
Managing Ethics in the 
Public Service, the 
Organization for 
Economic 
Co-operation and 
Development calls for 
“clear guidelines for 
interaction between 
the public and private 
12.106 In our view, there is a need to 7 
develop with appropriate stakeholders a sectors. 
set of principles that clarify values and 

ethics for public servants in alternative 

service delivery agencies and in 

partnerships with the private sector. 

Similarly, there is a need to clarify values 

and ethics that guide relationships with 


contractors and recipients of grants and 
contributions. 


12.107 Core principles could be 
customized and built into contracts and 
grant and contribution agreements. They 
could also be made part of legislation that 
establishes alternative service delivery 
agencies and privatizes public functions. 
As well, proactive due diligence is needed 
prior to signing contracts and agreements. 
The “ripple” effect of such an effort on 
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The Tait Task Force 
concluded that unless 
recourse mechanisms 
were created, many 
public servants would 
consider all the talk 
about values and 
ethics as “so much 
hot air.” 


Exhibit 12.10 


Possible Set of Principles for 
Interaction Between the 
Public and Private Sectors 


Source: Tait Report, PWGSC 
and Canadian private sector 
companies 


maintaining honesty could be 
considerable. Exhibit 12.10 presents 
possible elements for guiding interaction 
between the public and private sectors. 


Objective assessment and reporting 


12.108 One of the key areas that federal 
entities will need to examine is how best 
to report on values and ethics. Entities 
will need to objectively demonstrate and 
report to Parliament, as part of good 
governance, that they have an ethical 
culture and that their values and ethics 
initiatives are effective. Such an 
assessment will also have to present 
stakeholder and public concerns about 
program credibility. 


Voicing Values and Ethics 
Concerns 


Good-faith intervention 


12.109 Good-faith intervention 
recognizes that it is important for the 
health of an organization to provide an 
effective range of options for expressing 
individual dissent and ethical concerns. 


° Respect the law, contracts and agreements. 
¢ Ensure no conflicts of interest. 


¢ Respect the public service value of acting in 
the public interest. 


¢ Support common values such as 
= being honest, open and co-operative 
= being equitable and fair 
® standing behind commitments 
™ treating people fairly 
* proactively protecting the environment 
= mutually contributing to doing things 
better. 


¢ Maintain high performance standards such as 
" exceptional quality 
= competitive pricing 
= superior product support 
= on-time delivery 
= continuous improvement 


= procedures that ensure compliance with the 
law and codes. 


12-24 


A comprehensive approach to values and 
ethics comprises recourse options that 
allow employees to intervene in good 
faith. 


12.110 Public servants have legislative 
and non-legislative avenues for raising 
specific concerns. These avenues include 
communicating matters to specialized 
agencies such as the Commissioner of 
Official Languages and the Canadian 
Human Rights Commission, appealing 
staffing decisions, and raising issues with 
supervisors. 


12.111 However, public servants told the 
Tait Task Force that there was no point in 
asking them to uphold public service 
values or maintain high ethical standards 
if they were not given the tools to do so. 
The task force concluded that unless 
recourse mechanisms were created, many 
public servants would consider all the talk 
about values and ethics as “so much hot 
air.” Thus, it recommended that a senior 
independent authority be established to 
receive reports confidentially and act ina 
fair and impartial manner. 


12.112 The Public Service Alliance of 
Canada and the Professional Institute of 
the Public Service of Canada have 
recommended the adoption of 
“whistle-blowing” legislation. The 
Association of Professional Executives of 
the Public Service of Canada has 
recommended the establishment of an 
ombudsman for senior executives. 


12.113 Establishing recourse for 
good-faith intervention is a difficult 
challenge, but one that needs to be 
addressed. Our May 1995 Report called 
for a thorough discussion of the 
advantages and disadvantages of 
alternative approaches that allow 
individuals to intervene in good faith. The 
OECD reached similar conclusions. 


12.114 There is a growing number of 
precedents that provide insight on how to 
implement the recommendation of the Tait 
Report. The ethics initiatives of National 
Defence, PWGSC and the RCMP seek to 
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establish recourse mechanisms that protect 
both the person expressing ethical 
concerns and any parties against whom 
allegations may be made. 


12.115 New Brunswick has included 
general protection in its 1988 amendments 
to the Employment Standards Act. In 1998 
Nova Scotia adopted a Whistleblowers Act 
that allows employees to disclose 
information about government 
wrongdoing to the Province’s ombudsman 
and protects those who do so. The March 
1999 Canadian Environmental Protection 
Act, the August 1999 amendments to the 
federal Competition Act, and the April 
2000 Personal Information Protection and 
Electronic Documents Act provide 
authority and protection for employees 
who report alleged violations of the Acts 
to designated officials. Since 1980, 
members of Parliament have introduced 
several private members’ bills to provide 
similar authority to federal public 
servants. The most recent proposed 
legislation is Bill C-239 in the House of 
Commons and Bill S-13 in the Senate. 


12.116 Other national jurisdictions have 
enacted “whistle-blowing” legislation. 
The United States passed the 
Whistleblower Protection Act in 1989. 
Australia amended its public service 
regulations in 1998 to allow the reporting 
of breaches of the Australian Public 
Service Code of Conduct to its Public 
Service Commissioner, with appropriate 
protection. In the same year, the United 
Kingdom passed a detailed Public Interest 
Disclosure Act to provide for disclosures 
in good faith of a wide range of ethical 
concerns. These approaches vary in their 
requirements for raising concerns 
internally before they can be brought to 
the attention of an independent party. 
Thus, the relevance of experience in other 
jurisdictions needs to be assessed. 


12.117 The Privy Council Office 
believes that “in fact, there is little 
empirical evidence to suggest that there is 
a large unaddressed problem, suggesting 
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that it might be better to establish what, if 
any, problem may exist before moving 
forward with new recourse mechanisms.” 


12.118 However, in our view, there is a 
consensus that work has to be done in 
Canada’s federal public sector to allow the 
voicing of ethical issues with appropriate 
protection for all concerned. We believe 
that this issue will not go away and it 
needs to be addressed as part of a 
comprehensive approach. 


Ombudsmen 


12.119 Seven federal departments have 
ombudsmen, but for the most part, their 
role is to impartially provide employees 
with informal, confidential support in 
dealing with difficult work situations. 
Only the National Defence Ombudsman 
and the Office of the Correctional 
Investigator have mandates to investigate 
complaints. 


Eight Canadian 
provinces, the United 
Kingdom, Australia 
and New Zealand have 


12.120 Eight provinces (including 
ombudsmen. 


Ontario, Quebec, Alberta, and British 
Columbia) and one territory have 
ombudsmen, who are officers of the 
legislature. Their role is to promote 
fairness and administrative accountability 
through the investigation of complaints 
about abuses resulting from acts or 
omissions of government organizations. 
The United Kingdom, Australia, and New 
Zealand also have created offices of 
legislative ombudsmen to investigate 
complaints about administrative actions of 
government. 


12.121 Canada does not have a federal 
ombudsman. However, a committee of 
deputy ministers recommended the 
establishment of this position to the Prime 
Minister in July 1997. In June 1999 the 
Canadian Ombudsman Association called 
for the creation of a federal ombudsman 
so that Canadians would “be able to 
exercise their democratic right to an 
independent review and investigation 
when they believe their right to fair 
treatment has been infringed by federal 
public agencies.” 


or 
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Exhibit 12.11 


Best Practices and Benchmarks 


Leadership 


Heads of organizations and senior managers are trained in values 
and ethics and are expected to educate their staff and encourage 
discussion of values and ethics dilemmas in the workplace. 


Managers are responsible for leading focus group sessions to 
explain the statement of values and ethics and any codes of 
conduct, mentoring for leadership based on sound values and 
ethics, and generating discussion of values and ethics. 


Over time, different managers and staff are selected on the basis 
of their reputations for ethical conduct to lead ethics initiatives 
in their units and be a source of guidance. 


Managers are responsible for discussing any conflict-of-interest 
code with their employees before employees are asked to sign a 
statement that they understand and are in compliance with the 
code. Managers and employees are responsible for signing a 
statement that such a discussion has occurred. 


More stringent conflict-of-interest declarations are used at 
increasingly senior management levels. 


Appraisals of senior managers and potential senior managers 
include an assessment by their superiors and staff of whether 
they are leading by example. 


Statements of values and ethics 


These statements 


* recognize that most employees have sound values and ethics; 


¢ reflect extensive consultation at all levels of the organization, 
but especially with middle managers; 

¢ are clear, succinct, and relevant to the organization; 

* are approved and supported at the highest levels of the 
organization; 

° recognize that loyalty and trust is a two-way street and 
contain explicit commitments to employees; 

* provide detailed explanations, case studies, and guidance; 


* subscribe where possible to recognized national or 
international standards; 


* contain explicit provisions for guiding interaction between 
the public and private sectors; 
° apply to contractors, suppliers, and recipients of funding; and 


*° specify consequences of non-compliance. 


Management policies 


Establish a clear policy empowering front-line employees to take 
ownership of a conflict or problem and to resolve it quickly and 
efficiently. 


Establish infrastructure such as a decision-making model that 
explicitly requires consideration of values and ethics. 


Establish formal procedures to align all management policies 
against the values and ethics of the organization. 


Guidance and training 

Provide a decision-making model that includes values and 
ethics. 

Establish integrated program support services. 

Develop facilitators and design training programs. 


Develop case studies of work dilemmas. 


Develop information resources that managers can use to discuss 
values and ethics with their staff. 


Obtain advice from qualified professionals. 


Place all information relating to values and ethics on the 
organization’s intranet and Web sites. 


Good-faith intervention 


Establish a range of options for employees to seek advice and 
resolve issues, including ombudsmen, ethics advisors, 
confidential help lines, and alternative dispute resolution 
procedures. 


Clearly require managers to proactively address values and 
ethics incidents rather than wait until an employee takes the 
initiative. 

Clearly state the responsibilities of employees when they 
become aware of questions of values and ethics as well as 
wrongdoing, and make formal commitments to protect 
employees who report wrongdoing. 


Require suppliers of goods and services to report issues relating 
to values and ethics. 


Treat infractions and wrongdoing fairly and uniformly. 


Assessment and reporting 


Report publicly against highest relevant organizational, national, 
or international standards. 


Share information to establish benchmarks. 


Periodically conduct employee focus groups or surveys to assess 
perceptions of values and ethics and the effectiveness of training 
and communication. 


Conduct focus groups or surveys of stakeholder confidence in 
the organization. 


Conduct audits to assess progress in establishing a sound 
infrastructure to support values and ethics in various parts of the 
organization. 


Source: Federal government departments and Canadian private companies 
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Using Best Practices 


12.122 For this study we have identified 
the best practices and benchmarks for 
promoting values and ethics (see Exhibit 
12.11). The practices are based on our 
review of activities in 10 government 
departments and practices in over 20 
leading Canadian companies. These 
practices serve as benchmarks to help 
parliamentarians assess government 
values and ethics initiatives and to help 
ministers and federal entities develop and 
implement effective efforts to promote 
values and ethics in the public sector. 


Conclusion 


12.123 Canadians expect that the federal 
public sector will be a world leader in 
promoting sound values and ethics in 
government. Ensuring sound values and 
ethics is a vital part of good governance 
that supports and respects fundamental 
democratic values. 


12.124 In this study, we focussed on 
values and ethics programs and initiatives 
that promote ethical decision making as 
part of a comprehensive approach to good 
governance in federal entities. We noted 
the following: 


+ values and ethics initiatives are being 
undertaken to maintain probity; 


* to increase the likelihood of success, 
values and ethics initiatives have to be 
carefully developed, implemented, and 
monitored using the best available 
practices; 


* the initiatives have to be part of a 
comprehensive effort involving Canadians 
and all members of the federal public 
sector; and 


* leadership and action by 
parliamentarians, ministers and senior 
officials are a prerequisite for the success 
of these initiatives. 
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12.125 Changes in government have 
made it clear that ensuring probity will 
increasingly rest on a strong foundation of 
values and ethics. Our May 1995 Report 
and the Tait Report concluded that there is 
a sound base of ethical standards among 
federal public servants. This foundation 
should not be taken for granted. Measures 
are being taken to maintain it. Although 
mostly in their preliminary stages, major 
values and ethics initiatives are under 
way. 


Priorities and a framework for action 


12.126 A comprehensive and sustained 
dialogue with Canadians and throughout 
the federal public sector is required. To 
further discussion with Canadians and 
throughout the federal public sector and to 
encourage action, we propose priorities 
and a framework for action (see 

Exhibit 12.12). The priorities reflect the 
major values and ethics challenges that we 
discussed in this chapter. 


12.127 We suggest the following eight 
priorities for action. 


* Reinforce leadership for promoting 
ethical conduct by, for example, 


- clarifying the principle of 
ministerial responsibility and the 
responsibilities of officials; and 


- identifying the responsibilities of 
senior and line managers for 
promoting sound values and 
ethics. 


* Re-invigorate an extensive dialogue 
on values and ethics that emphasizes the 
primacy of the principles of respect for 
law, the public interest, and public service 
as a public trust. 


+ Develop a statement of values and 
ethics for the federal public sector and for 
each federal entity. 


* Develop a set of values and ethics to 
guide the interaction between the public 
and private sectors. 


(continued on page 12-30) 
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the federal public 
sector will be a world 
leader in promoting 
sound values and 
ethics in government. 
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Exhibit 12.12 


Framework for Action 


OECD principles 


Actions 


Primary responsibility 


Leadership 


Political commitment to ethics 
should reinforce the ethical 
conduct of public servants. 


Managers should demonstrate 
and promote ethical conduct. 


Public service conditions and 
management of human 
resources should promote 
ethical conduct. 


Ethical standards 


Ethical standards for public 
service should be clear. 


Reinforce political leadership for ensuring integrity in the federal public 
sector, 


Affirm the paramount importance of democratic values, the rule of law and 
public trust. 


Re-invigorate an extensive dialogue on values and ethics with Canadians 
and throughout the federal public sector. 


Develop a set of common values and ethical principles with Canadians for 
the public sector. 


Align all systems and policies to support sound public service values and 
ethics. 


Clarify the principle of ministerial responsibility and the responsibilities of 
officials to whom authority has been delegated. 


Identify the Clerk of the Privy Council, as Head of the Public Service, and 
the deputy minister co-champions as the officers responsible for ensuring 
that values and ethics initiatives are undertaken in the public service. 


Identify the heads of federal entities as accountable for ensuring that 
comprehensive values and ethics initiatives are undertaken in their entities. 


Identify and emphasize the responsibilities of senior and line managers for 
promoting integrity. 


Based on the appraisals from superiors and staff, hire and promote senior 
managers who lead by example. 


Emphasize the principle of public service as a public trust and the primacy 
of the public interest and the law. 


In consultation with Canadians, use the set of common principles as a basis 
for the development of statements of values and ethics that address the 
specific circumstances of each organization. 


Explain and balance competing public service values so that the public 
interest remains the paramount principle. 


Reinforce the integrity and credibility of the federal scientific and 
technology community and the regulatory and inspection community. 


Parliamentarians, ministers 


Parliament, ministers, 
Clerk of the Privy 
Council, heads of federal 
entities, co-champions 
for values and ethics, 
senior public servants, 
private sector 


Ministers, Privy Council Office 


Prime Minister 


Clerk of the Privy Council 


Heads of federal entities, Public 
Service Commission, Treasury 
Board 


Heads of federal entities, Public 
Service Commission, Treasury 
Board 


Parliamentarians, ministers, 
heads of federal entities, Privy 
Council Office 


Parliamentarians, ministers, 
heads of federal entities, Privy 
Council Office 


Privy Council Office, 
co-champions for values and 
ethics, Treasury Board 


Privy Council Office, heads of 
scientific and regulatory entities 
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Exhibit 12.12 (cont'd) 
[ OECD principles Actions Primary responsibility 
f =a 
| Ethical standards (cont'd) 
Ethical standards should be Provide mandatory training to senior managers on the promotion of values Privy Council Office, Treasury 
reflected in the legal and ethics. Board, Canadian Centre for 
framework. Management Development 
Appropriate procedures and Identify, integrate, and revise, as needed, the basic legal requirements for Parliamentarians, Privy 
sanctions should exist to deal ethical conduct. Council Office, Department of 


with misconduct. Justice 


Explain to all members of the federal public sector the general and specific Heads of federal entities, 


laws and policies relating to improper conduct. Treasury Board 

Interaction between the public 

| and private sectors 

| 

| There should be clear Develop a set of values and ethics to guide interaction between the public Privy Council Office, Treasury 

| guidelines for interaction and private sectors. Board 

| between the public and 

private sectors. Embed key ethics code elements in contracts and agreements on grants and_ | Privy Council Office, Treasury 

contributions. Board, Public Works and 


Government Services Canada 


Require organizations that wish to do business with the government or Privy Council Office, Treasury 

| receive public funds to have a code of conduct or subscribe to a model Board, Public Works and 

| code. Government Services Canada 
Require proactive due diligence prior to signing contracts and agreements. Public Works and Government 


Services Canada, heads of 
federal entities 


Decision making 


Ethical guidance should be Establish a variety of options government-wide and in entities to provide Privy Council Office, Treasury 
available to public servants. guidance, e.g., ethics counsellors and ombudsmen. Board, heads of federal entities 
Develop guidelines and case studies that address dilemmas faced at work. Privy Council Office, Ethics 


Counsellor, Treasury Board, 
heads of federal entities 


Clarify the meaning of existing codes of conduct or conflict of interest Privy Council Office, Ethics 
such as the Conflict of Interest and Post-Employment Code for Public Counsellor, Treasury Board, 
Office Holders and the Conflict of Interest and Post-Employment Code for heads of federal entities 

the Public Service. 


The decision-making process Establish integrated program support centres and a decision-making model Privy Council Office, Treasury 
should be transparent and that explicitly requires transparency and the consideration of values and Board, heads of federal entities | 
open to scrutiny. ethics. 
Public servants should know Develop clear and effective recourses for good-faith intervention. Treasury Board, heads of 

their rights and obligations | federal entities, Privy Council 
when exposing wrongdoing. | Office 
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OECD principles 


Actions 


Primary responsibility 


Decision making (cont’d) 


| Management policies, 

| procedures, and practices 

should promote ethical 
conduct. 


| Assessment and reporting 


| Adequate accountability 
mechanisms should be in place 
in the public service. 


Establish a clear policy empowering front-line employees to take 
ownership of a conflict or problem and to resolve it fairly and efficiently. 


Align organizational management policies to support ethical decision 


making. 


Include commitments to employees in statements of values and ethics. 


Conduct periodic baseline assessments of values and ethics in federal 
organizations, including assessments by Canadians and specific 


stakeholders. 


Report to Parliament and the public on the effectiveness of values and 


ethics initiatives. 


Treasury Board, heads of 
federal entities 


Treasury Board, heads of 
federal entities 


Treasury Board, heads of 
federal entities 


Treasury Board, heads of 
federal entities 


Treasury Board, heads of 
federal entities 


(continued from page 12-27) 


* Establish comprehensive values and 
ethics initiatives in federal entities and 
interdepartmental communities. 


¢ Provide guidance for ethical decision 
making and develop recourse mechanisms 
to allow the voicing of ethical concerns, 
with appropriate protection for all 
concerned. 


* Explain to all members of the federal 
public sector the general and specific laws 
and policies relating to improper conduct. 


* Provide objective assessments and 
reports to Parliament on values and ethics 
in federal entities. 


12.128 The federal government needs to 
develop an implementation plan with 
deadlines to address values and ethics 
priorities across the public sector and in 
federal entities. We will continue to 
monitor and report to Parliament on 
values and ethics initiatives in the federal 
public sector. 


Response of the Privy Council Office: 
The Auditor General is to be commended 
for choosing to study what most public 


servants acknowledge as some of the keys 
to the success of the federal public 
service, that is, its values and ethics. 


As the study notes, the report of the task 
force led by John Tait, A Strong 
Foundation: Report of the Task Force on 
Public Service Values and Ethics, marked 
an important moment in our 
understanding of the role that values and 
ethics play in our organization. More 
important, as this report and others noted, 
the Public Service of Canada is known 
and respected for the values and integrity 
that public servants exhibit in the work 
they do. In effect, we are able to discuss 
values and ethics because of the common 
ground that public servants share in this 
regard. Many of the best practices 
highlighted in the Auditor General’s study 
provide further evidence of this fact and 
the vigour that we display in advocating 
further work in this area. 


Nevertheless, let us be clear —more work 
needs to be done and will be done. New 
policies that deal with values and ethics 
are being developed and shared. The 
dialogue that is so fundamental to these 
efforts is taking place and will do so 
increasingly. More than ever, departments 
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are sharing their values and ethics best 
practices, and the values and ethics 
co-champions are providing leadership 
and direction that will ultimately ensure 
our success in these efforts. 


This study makes significant strides in 
highlighting the important role to be 
played by elected and non-elected 
officials. However, it is important to 
underscore that true success in promoting 
values and ethics as key underpinnings of 
the culture of the federal public service 
can only occur with the involvement and 
commitment of all public servants. This 
study makes a strong contribution in this 
regard and will no doubt help serve to 
invigorate and counsel our efforts. 


Response of the deputy minister 
co-champions for values and ethics in the 
public service: We are satisfied that the 
chapter corresponds with our own 
assessment of work under way to deepen 
understanding of values and ethics in the 
federal public service. There is growing 
awareness and interest in the links with 
modern comptrollership and human 
resource management frameworks, and the 
dialogue is expanding across the public 
service. Deputy ministers and other senior 
Officials are fully engaged. Dialogue is 
important to build understanding, and the 
activities under way in departments and 
under the auspices of regional councils 
are supportive of our overall objectives. 


Response of the Secretary of the Treasury 
Board: The chapter corresponds with my 
own assessment of work under way to 
further understanding of values and ethics 
in the public service and to underscore the 
linkages to modern comptrollership and 
human resource frameworks. I am pleased 
with the growing dialogue that is taking 
place on this important subject. It is a fine 
tribute to the work of John Tait and the 
report of his task force, A Strong 
Foundation. 


Current efforts in support of the dialogue 
recognize the many benefits of engaging 
employees at all levels in discussions 
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about the values of the organization and 
the ethical dilemmas one can encounter in 
the workplace. The deputy minister 
co-champions of values and ethics in the 
public service have described the dialogue 
as a journey. The experience of the 
journey will touch many public servants, 
and in many ways, the journey is as 
important as the destination. 


This dialogue will provide us with a strong 
foundation for considering the merits of 
any formal statement on values and ethics. 
The dialogue will also help us to address 
related issues like the need to consult 
more broadly with Canadians and how 
best to provide guidance on ethical 
decision making. 


In closing, I would congratulate the 
Auditor General’s staff on the 
thoroughness of its research and the very 
professional manner in which it undertook 
this study. 


Response of the Ethics Counsellor: 
Paragraph 12.67 of the chapter notes that 
the Auditor General’s 1995 Report found 
the Conflict of Interest and 
Post-Employment Code for Public Office 
Holders to be satisfactory but that 
“explanatory guidelines and illustrative 
cases are still needed. This information 
would help parties covered by the Code as 
well as Canadians to fully understand its 
application.” I agree with this statement 
and have two principal comments to make. 


First, let me recall that the Conflict of 
Interest Code, in its current version, was 
issued by the Prime Minister in June 
1994. One of the more important changes 
was to give prominence to the principles 
by which public office holders are to be 
guided in carrying out their 
responsibilities. From these principles a 
number of rules have been developed, 
covering assets, outside activities, gifts, 
etc. But it is the principles that provide the 
broad context about what is expected of 
those in public life. This Code applies to 
the Cabinet, parliamentary secretaries, 
minister’s political staff and all Governor- 
in-Council appointees, including deputy 
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ministers, the heads of agencies and the 
members of tribunals such as the 
Immigration and Refugee Board and the 
Canadian Radio-Television and 
Telecommunications Commission. 


There are ten principles, but I would 
highlight the first two. The first principle 
states that public office holders “shall act 
with honesty and uphold the highest 
ethical standards so that public confidence 
and trust in the integrity, objectivity and 
impartiality of government are conserved 
and enhanced.” The second principle 
takes this further by stating that public 
office holders have “an obligation to 
perform their official duties and arrange 
their private affairs in a manner that will 
bear the closest public scrutiny, an 
obligation that is not fully discharged by 
simply acting within the law.” It is my 
experience that the Code has worked well 


by stating so explicitly to public office 
holders what is expected of them. 


My second comment is directed to the 
Auditor General’s recommendation for 
explanatory guidelines and illustrative 
cases. I believe that the most effective way 
to disseminate information on the Code 
and its obligations is through the Internet. 
As a result, my office has been actively 
developing a Web site, which can be found 
at http://strategis.ic.gc.ca/ethics 
(http://strategis.ic.gc.ca/éthique). 
Currently, the site has the Code and 
supporting documents, the public registry 
as well as the text of parliamentary 
hearings, reports and speeches issued by 
my office. The Internet makes the Code 
more accessible to public office holders 
and, more important, to Canadians. It is 
my hope that our site will be greatly 
expanded over the next year. 
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ty About the Study 


Objective 


Our objective is to stimulate sustained discussion and action on values and ethics by Canadians and members 
of the federal public sector. 


In this chapter we review major values and ethics initiatives undertaken since our May 1995 Report to 
Parliament, present information on best practices for promoting sound values and ethics and propose priorities 
and a framework for government action. 


Scope and Approach 


We focussed on values and ethics programs and initiatives that promote ethical decision making. Because 
maintaining probity is the responsibility of all members of the federal public sector, we included within the 
scope of the study parliamentarians, ministers, federal entities, and organizations and individuals that receive 
funds from or do business with the public sector. 


We obtained information on the major values and ethics initiatives undertaken since our May 1995 Report in 
the Treasury Board Secretariat, National Defence, the Royal Canadian Mounted Police, Public Works and 
Government Services Canada, Citizenship and Immigration Canada, Human Resources Development Canada, 
the Canada Customs and Revenue Agency, Natural Resources Canada, Agriculture and Agri-Food Canada, 
Industry Canada, the Canadian International Development Agency, and the federal science and technology 
sector. 


We also obtained information on values and ethics initiatives in major Canadian companies. 


We did not conduct an in-depth assessment of the effectiveness of these initiatives in changing attitudes and 
behaviour because most of them are in their early stages of development. Also, to be meaningful, such 
assessments would have to be done for each department or branch. (For example, we assessed existing values 
and ethics initiatives of Revenue Canada in our September 1998 Report, Chapter 15, Promoting Integrity in 
Revenue Canada, and of National Defence in our November 1999 Report, Chapter 26, The Proper Conduct of 
Public Business.) 


The topic of values and ethics is very broad. There are important subjects we did not cover, such as the values 
and ethics concerns regarding human rights, sexual harassment, diversity, and employment equity. 


Criteria 


As the primary criteria for this study, we used the OECD’s Principles for Managing Ethics in the Public 
Service: 


* Ethical standards for public service should be clear. 
* Ethical standards should be reflected in the legal framework. 


* Ethical guidance should be available to public servants. 
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¢ Public servants should know their rights and obligations when exposing wrongdoing. 

® Political commitment to ethics should reinforce the ethical conduct of public servants. 

e The decision-making process should be transparent and open to scrutiny. 

¢ There should be clear guidelines for interaction between the public and private sectors. 

* Managers should demonstrate and promote ethical conduct. 

¢ Management policies, procedures and practices should promote ethical conduct. 

° Public service conditions and management of human resources should promote ethical conduct. 
¢ Adequate accountability mechanisms should be in place within the public service. 


¢ Appropriate procedures and sanctions should exist to deal with misconduct. 


We also used major government and private sector values and ethics initiatives as benchmarks to conduct this 
study. 


Finally, we considered the observations and recommendations of major federal public sector reports, namely 
the following: 


° the 1984 report by Michael Starr and Mitchell Sharp, Ethical Conduct in the Public Sector; 

* our May 1995 Report, Chapter 1, Ethics and Fraud Awareness in Government; and 

* the 1996 report, A Strong Foundation: Report of the Task Force on Public Service Values and Ethics 
(Tait Report). 

Study Team 


Assistant Auditor General: Douglas Timmins 
Principal: Alan Gilmore 
Directors: Diane Charron and Frances Taylor 


Sophie Chen 
Charlene Cieslik 
Janice Murray 
Casey Thomas 


For information, please contact Alan Gilmore. 


12-34 Report of the Auditor General of Canada - October 2000 


Values and Ethics in the Federal Public Sector 


Appendix A 


Possible Elements of an Ethical Framework Proposed in Our May 1995 
Report 


A statement of principles to ensure common understanding that public service is a public trust. 


Leadership of the Prime Minister, ministers, the Clerk of the Privy Council and deputy ministers to maintain ethical 
standards. 


Public servants who are empowered to carry out their duties in the public interest and resist pressure to do otherwise. 
Transparent decision making to allow people to judge whether public office holders are acting in the public interest. 
Ethics-related training to develop knowledge and skills to maintain and enhance ethics. 


A mechanism for discussing and reporting ethical concerns so that public servants can voice concerns without fear 
of reprisal. 


A continuous process that makes ethics a conscious and visible part of day-to-day decision making. 
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Appendix B 


Major Values and Ethics Initiatives Since Our May 1995 Report 


May 1995 


June 1996 


October 1996 


December 1996 


March 1997 


October 1997 


October 1997 


April 1998 


December 1998 


January 1999 


February 1999 


April 1999 
May 1999 


May 1999 


June 1999 


August 1999 


January 2000 


January 2000 


March 2000 


March 2000 


Spring 2000 


12-36 


The Auditor General presents his Report to Parliament, which includes Chapter 1, Ethics and Fraud 
Awareness in Government. 


The Royal Canadian Mounted Police completes the shared leadership vision process. 
National Defence publishes a Statement of Defence Ethics. 


The Tait Task Force publishes A Strong Foundation: Report of the Task Force on Public Service 
Values and Ethics. 


The Ethics Counsellor establishes the Lobbyists’ Code of Conduct. 


A report on modernizing government comptrollership recognizes the importance of values and 
ethics. 


Public Works Government Services Canada initiates a comprehensive ethics program. 


The Organization for Economic Co-operation and Development adopts its Principles for Managing 
Ethics in the Public Service. 


Citizenship and Immigration Canada (CIC) issues The Ethical Compass: Values and Ethics 
Dilemmas at CIC. 


The federal government initiates a project on best practices for managing science in the public 
sector. 


The Corruption of Foreign Public Officials Act is promulgated. 
The Treasury Board Secretariat establishes the Office of Values and Ethics. 
Deputy minister co-champions for values and ethics are appointed. 


The Council of Science and Technology Advisors publishes Science Advice for Government 
Effectiveness. 


Canada signs the Inter-American Convention Against Corruption. 


The Treasury Board emphasizes the need for public servants to understand the legal and policy 
framework for conflict of interest. 


The Canadian Centre for Management Development re-issues A Strong Foundation: Report of the 
Task Force on Public Service Values and Ethics. 


Deputy minister co-champions for values and ethics meet deputy ministers. 


The Treasury Board’s report, Results for Canadians: A Management Framework for the Government 
of Canada, recognizes the importance of sound public service values. 


In the Seventh Annual Report to the Prime Minister on the Public Service of Canada, the Clerk of the 
Privy Council emphasizes the role of public service values. 


The Leadership Network reports on the values and ethics dialogue in the public service. 
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Appendix C 


Purposes and Principles of the Code of Official Conduct Recommended by 
the 1997 Special Joint Committee of the Senate and the House of Commons 


The purposes of the Code of Official Conduct are the following: 
l. to recognize that service in Parliament is a public trust; 


2. to maintain public confidence and trust in the integrity of parliamentarians individually and the respect 
and confidence that society places in Parliament as an institution; 


3. to assure the public that all parliamentarians are held to standards that place the public interest ahead of 
parliamentarians’ private interests and to provide a transparent system by which the public may judge this to be 
the case; 


4. to provide for greater certainty and guidance for parliamentarians in how to reconcile their private 
interests with their public duties; 


5. to foster consensus among parliamentarians by establishing common rules and by providing the means by 
which questions relating to proper conduct may be answered by an independent, non-partisan advisor. 


All parliamentarians are expected to uphold the following principles. 
i Ethical standards 


Parliamentarians shall/should act with honesty and uphold the highest ethical standards, so as to maintain and 
enhance public confidence and trust in the integrity of each parliamentarian and in the institution of Parliament. 


Zr. Public scrutiny 


Parliamentarians shall/should perform their official duties and arrange their private affairs in a manner that will 
bear the closest public scrutiny, an obligation that is not fully discharged by simply acting within the law. 


3 Independence 


Parliamentarians shall/should take care to avoid placing themselves under any financial or other obligation to 
outside individuals or organizations that might influence them in the performance of their official duties. 
Particular vigilance should be exercised in dealings with lobbyists. 


4, Public interest 


Upon election or appointment to office, parliamentarians shall/should arrange their private affairs so that 
foreseeable real or apparent conflicts of interest may be prevented from arising, but if a conflict does arise, it 
shall/should be resolved in a way that protects the public interest. 


3). Gifts and personal benefits 


Parliamentarians shall/should not accept any gift or personal benefit connected with their office that may 
reasonably be seen to compromise their personal judgment or integrity. 
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Appendix D 


The United Kingdom’s Seven Principles of Public Life 


Selflessness 


Holders of public office should take decisions solely in terms of the public interest. They should not do so in order to 
gain financial or other material benefits for themselves, their family or their friends. 


Integrity 


Holders of public office should not place themselves under any financial or other obligation to outside individuals or 
organisations that might influence them in the performance of their official duties. 


Objectivity 


In carrying out public business, including making public appointments, awarding contracts, or recommending 
individuals for rewards and benefits, holders of public office should make choices on merit. 


Accountability 


Holders of public office are accountable for their decisions and actions to the public and must submit themselves to 
whatever scrutiny is appropriate to their office. 


Openness 


Holders of public office should be as open as possible about the decisions and actions that they take. They should give 
reasons for their decisions and restrict information only when the wider public interest clearly demands. 


Honesty 


Holders of public office have a duty to declare any private interests relating to their public duties and to take steps to 
resolve any conflicts arising in a way that protects the public interest. 


Leadership 


Holders of public office should promote and support these principles by leadership and example. 
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Appendix E 


The United Kingdom’s Civil Service Code 


l. The constitutional and practical role of the Civil Service is, with integrity, honesty, impartiality and 
objectivity, to assist the duly constituted Government, of whatever political complexion, in formulating policies [of the 
Government], carrying out decisions [of the Government] and in administering public services for which [the 
Government] is responsible. 


= Civil servants are servants of the Crown. Constitutionally, [the Crown acts on the advice of Ministers] and, 
subject to the provisions of this Code, civil servants owe their loyalty to the [duly constituted Government]. 


= This Code should be seen in the context of the duties and responsibilities [of Ministers set out in Questions of 
Procedure for Ministers], which include: 


* accountability to Parliament; 


¢ the duty to give Parliament and the public as full information as possible about [the] policies, decisions 
and actions [of the Government], and not to deceive or knowingly mislead [Parliament and the public]; 


* the duty not to use public resources for party political purposes, to uphold the political impartiality of the 


Civil Service, and not to ask civil servants to act in any way which would conflict with the Civil Service 
Code; 


¢ the duty to give fair consideration and due weight to informed and impartial advice from civil servants, as 
well as to other considerations and advice, in reaching decisions; and 


¢ the duty to comply with the law, including international law and treaty obligations, and to uphold the 
administration of justice; 


together with the duty to familiarise themselves with the contents of this Code. 


4. Civil servants should serve [the duly constituted Government] in accordance with the principles set out in this 
Code and recognising: 


¢ the accountability of civil servants to the Minister or, as the case may be, the office holder in charge of 
their department; 
¢ the duty of all public officers to discharge public functions reasonably and according to the law; 


¢ the duty to comply with the law, including international law and treaty obligations, and to uphold the 
administration of justice; and 


* ethical standards governing particular professions. 


55 Civil servants should conduct themselves with integrity, impartiality and honesty. They should give honest 
and impartial advice to [Ministers], without fear or favour, and make all information relevant to a decision available to 
[Ministers]. They should not deceive or knowingly mislead Ministers, Parliament or the public. 


6. Civil servants should endeavour to deal with the affairs of the public sympathetically, efficiently, promptly 
and without bias or maladministration. 


fie Civil servants should endeavour to ensure the proper, effective and efficient use of public money. 
8. Civil servants should not misuse their official position or information acquired in the course of their official 


duties to further their private interests or those of others. They should not receive benefits of any kind from a third 
party which might reasonably be seen to compromise their personal judgement or integrity. 
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9; Civil servants should conduct themselves in such a way as to deserve and retain the confidence of Ministers 
and to be able to establish the same relationship with those whom they may be required to serve in some future 
Administration. They should comply with restrictions on their political activities. The conduct of civil servants should 
be such that Ministers and potential future [Ministers] can be sure that confidence can be freely given, and that the 
Civil Service will conscientiously fulfil its duties and obligations to, and impartially assist, advise and carry out the 
policies of the duly constituted [Government]. 


10. Civil servants should not without authority disclose official information which has been communicated in 
confidence within the [Government], or received in confidence from others. Nothing in the Code should be taken as 
overriding existing statutory or common law obligations to keep confidential, or to disclose, certain information. They 
should not seek to frustrate or influence the policies, decisions or actions of the [Government] by the unauthorised, 
improper or premature disclosure outside the [Government] of any information to which they have had access as civil 
servants. 


11. Where a civil servant believes he or she is being required to act in a way which: 


¢ is illegal, improper, or unethical; 
* is in breach of constitutional convention or a professional code; 
* may involve possible maladministration; or 


© is otherwise inconsistent with this Code; 


he or she should report the matter in accordance with procedures laid down in [departmental] guidance or rules of 
conduct. A civil servant should also report to the appropriate authorities evidence of criminal or unlawful activity by 
others and may also report in accordance with [departmental] procedures if he or she becomes aware of other breaches 
of this Code or is required to act in a way which, for him or her, raises a fundamental issue of conscience. 


ibs Where a civil servant has reported a matter covered in paragraph 11 in accordance with procedures [laid down 
in departmental guidance or rules of conduct] and believes that the response does not represent a reasonable response 
to the grounds of his or her concern, he or she may report the matter in writing to the Civil Service Commissioners. 


[3. Civil servants should not seek to frustrate the policies, decisions or actions of the [Government] by declining 
to take, or abstaining from, action which flows from decisions by Ministers. Where a matter cannot be resolved by the 
procedures set out in paragraphs 11 and 12 above, on a basis which the civil servant concerned is able to accept, he or 
she should either carry out his or her instructions, or resign from the Civil Service. Civil servants should continue to 
observe their duties of confidentiality after they have left [their] employment. 


12-40 Report of the Auditor General of Canada - October 2000 


emery 


Values and Ethics in the Federal Public Sector 


Bibliography 


International organizations 
Organization of American States. Inter-American Convention Against Corruption. Venezuela, March 1996. 


Organization for Economic Co-operation and Development. Ethics in the Public Service: Current Issues and 
Practices. Public Management Occasional Papers, No. 14, France, 1996. 


----- . Principles for Managing Ethics in the Public Service, April 1998. 

----- . The Management of Ethics and Conduct in the Public Sector: Recent Developments in the United Kingdom. 
Paper from the Challenges and Opportunities for OECD Countries Symposium on Ethics in the Public Sector, 
November 1997. 


----- . The Management of Ethics and Conduct in the Public Service: Case Study Australia, December 1995. 


----- . The Management of Ethics and Conduct in the Public Service: Case Study New Zealand, State Service 
Commission, New Zealand, December 1995. 


----- . The Management of Ethics and Conduct in the Public Service: Case Study United Kingdom, Cabinet Office, 
United Kingdom, 1995. 


----- . The Management of Ethics and Conduct in the Public Service: The United States Federal Government, Office 
of Government Ethics, United States, December 1995. 


Australia 


Parliament of Australia. 
House of Commons. Resolutions of the House, Registration of Members Interests. Requirements of the House 
of Representatives, 1994. 
Senate. Senate Privilege Resolutions, 1988. 


Public Service Commission. Guidelines on Official Conduct of Commonwealth Public Servants, Part VI, 
Whistleblowing and Fraud. Canberra, 1995. 


Public Service Merit Protection Commission. Whistleblowing Disclosures. 5 November 1998. 
Canada 


Cappe, Mel. Make the Investment —Make the Difference, Speech from the Clerk of the Privy Council. Association of 
Professional Executives, Ottawa, 9 June 1999. 


----. Seventh Annual Report to the Prime Minister on the Public Service of Canada. Ottawa, 31 March 2000. 
Citizenship and Immigration Canada. The Ethical Compass — Values and Ethics Dilemmas at CIC. December 1998. 
Glassco, J. Grant. Chairman, The Royal Commission on Government Organization. Volumes | and 5, Ottawa, 1965. 


Government of Canada. A Framework for Science and Technology Advice: Principles and Guidelines for the Effective 
Use of Science and Technology Advice in Government Decision Making. 2000. 


----- ._A Review of the Dialogue on Values and Ethics in the Public Service of Canada. Spring 2000. 


----- . Public Service 2000: The Renewal of the Public Service of Canada. Ottawa, December 1990. 


Report of the Auditor General of Canada - October 2000 12-41 


ee SS Eee 
Values and Ethics in the Federal Public Sector 


----- . Report of the Committee on the Concept of the Ombudsman. Ottawa, 1977. 


----- . Royal Commission on Electoral Reform and Party Financing. Vols. 2 and 4, Reforming Electoral Democracy, 
Dundurn Press, Toronto, 1991. 


----- . The View from Here, Middle Managers Matter; Results of Middle Manager Consultations 1998. La Releve, 
Ottawa, 1998. 


Industry Canada. Building Excellence in Science and Technology (BEST), The Federal Roles in Performing Science 
and Technology. Council of Science and Technology Advisors. Ottawa, 16 December 1999. 


----- . Science Advice for Government Effectiveness (SAGE). Council of Science and Technology Advisors. Ottawa, 
5 May 1999. 


----- . Scientific Advice in Government Decision Making. Ottawa, 20 August 1998. 


Lambert , Allen T. Chairman. The Royal Commission on Financial Management and Accountability: Final Report. 
Hull, March 1979. 


MacEachen, The Honourable Allan J. Members of Parliament and Conflict of Interest. Information Canada, Ottawa, 
1973. 


National Defence. Defence Ethics Handbook. 6th edition, Ottawa, 9 February 2000. 
New Brunswick. Employment Standards Act, Section 28. 17 June 1982. 
Nova Scotia. The Whistleblowers Act. 1998. 


Office of the Auditor General of Canada. Report of the Auditor General to the House of Commons, Chapter 1, Ethics 
and Fraud Awareness in Government. Ottawa, May 1995. 


----- . Chapter 15, Promoting Integrity in Revenue Canada. Ottawa, September 1998. 
----- . Chapter 26, National Defence — The Proper Conduct of Public Business. Ottawa, November 1999. 


Office of the Ethics Counsellor, Conflict of Interest and Post-Employment Code for Public Office Holders. Ottawa, 
June 1994, 


----- . The Lobbyists Code of Conduct. March 1997. 


Parliament of Canada. 


House of Commons. Bill S-13: Public Service Whistleblowing Act. Johansen, David, Parliamentary Research 
Branch, Ottawa, 18 January 2000. 

----- . Bill C-116: Conflict of Interests. Prime Minister, Ottawa, 11 March 1993. 

----- . Canadian Environmental Protection Act, Chapter 33. 1999. 

----- . Competition Act, Chapter C-34, 1999. 

----- . Corruption of Foreign Public Officials Act, Chapter 34. February 1999. 

----- . Criminal Code of Canada, Parts IV, X, XII, Offences Against the Administration of Law and Justice, 


----- . Evidence of the Special Joint Committee on a Code of Conduct, 1995. 

----- . Lobbyists Registration Act, 1988. 

----- . Parliament of Canada Act, Part I, Conflict of Interest, Chapter P-1. December 1989. 
===== . Personal Information Protection and Electronic Documents Act, 2000. 


12-42 Report of the Auditor General of Canada - October 2000 


Values and Ethics in the Federal Public Sector 


----- . Report of the Special Joint Committee of the Senate and the House of Commons on Conflict of 
Interests, June 1992. 
----- . Report of the Standing Committee on External Affairs and International Trade, Ottawa, May-June 


----- . Second Report of the Special Joint Committee of the Senate and the House of Commons on a Code of 
Conduct, March 1997. 


Privy Council Office. Responsibility in the Constitution. Ottawa, June 1993. 
----- . Submissions to the Royal Commission on Financial Management and Accountability. Ottawa, March 1979. 


Public Service Commission of Canada. A New Framework for Resourcing the Workforce: The Report of Consultative 
Review of Staffing. Ottawa, July 1996. 


----- . Public Service 2000: Report of the Task Force on Staffing. 8 August 1990. 

Public Works and Government Services Canada. PWGSC Ethics Program: Terms of Reference. August 1999. 
Royal Canadian Mounted Police. RCMP Shared Leadership Vision. Office of the Ethics Advisor, October 1998. 
----- . Terms of Reference. Office of the Ethics Advisor. Ottawa, December 1996. 

Starr, Michael, and Sharp, Mitchell. Ethical Conduct in the Public Sector. Ottawa, May 1984. 


Tait, John. A Strong Foundation: Report of the Task Force on Public Service Ethics and Values. A Discussion Paper. 
Ottawa, December 1996. 


Tellier, Paul M. Public Service 2000: A Report on Progress. Ottawa, June 1992. 

Treasury Board Secretariat. A Public Trust: Keeping Canadians Safe and Healthy, A Review of the Federal 
Government’s Regulatory and Inspection Community: Recruitment, Retention and Management Issues. November 
1999, 

----- . Conflict of Interest and Post-Employment Code for the Public Service. Ottawa, September 1994. 


----- . Guide on the Application of the Conflict of Interest and Post-Employment Code for the Public Service. Ottawa, 
June 2000. 


----- . Public Service Employee Survey. Ottawa, November 1999. 


----- . Report of the Independent Review Panel Modernizing Comptrollership in the Government of Canada. Ottawa, 
October 1997. 


----- . Results for Canadians, A Management Framework for the Government of Canada. Ottawa, 2000. 
New Zealand 


Cabinet Office. Cabinet Office Manual, Section 6: Disclosure and Protection of Official Information — 
The Ombudsmen Act 1975. Wellington, 1996. 


Parliament of New Zealand. Standing Orders of the House of Representatives, Sections 168 to 170, February 1996. 


Report of the Auditor General of Canada - October 2000 12-43 


Values and Ethics in the Federal Public Sector 


United Kingdom 
Cabinet Office. Ministerial Code: A Code of Conduct and Guidance on Procedures for Ministers. London, July 1997. 


Committee on Standards in Public Life. First Report of the Nolan Committee on Standards in Public Life. London, 
1996. 


Parliament of the United Kingdom. 
House of Commons. Code of Conduct Together With the Guide to the Rules Relating to the Conduct of 
Members, 1997. 


----- . Public Interest Disclosure Act 1998, Chapter 23, 1998. 

House of Lords. Registered Interest of the House of Lords, November 1995. 
United States 
House of Representatives. House Ethics Manual. 102nd Congress, April 1992. 


----- . Whistleblowers Act, 1989. 


12-44 Report of the Auditor General of Canada - October 2000 


Report of the 
Auditor General of Canada to the House of Commons — 2000 


Table of Contents 


Volume 1 — April 2000 


Chapter 

Foreword and Main Points 

1 Service Quality 

ps Human Resources Development Canada — Service Quality at the Local Level 

3 Citizenship and Immigration Canada — The Economic Component of the 
Canadian Immigration Program 

4 Indian and Northern Affairs Canada — Elementary and Secondary Education 
Chapters 5 & 6 

= Canada Customs and Revenue Agency — Travellers to Canada: Managing the Risks 
at Ports of Entry 

6 Canada Customs and Revenue Agency and Department of Finance — 
Handling Tax Credit Claims for Scientific Research and Experimental Development 

ff Royal Canadian Mounted Police — Services for Canada’s Law Enforcement 
Community 

8 Department of Finance — Managing Canada’s Debt: Facing New Challenges 

9 Streamlining the Human Resource Management Regime: A Study of Changing 


Roles and Responsibilities 


Volume 2 — October 2000 


Chapter 
Foreword and Main Points 
10 Transport Canada — Airport Transfers: National Airports System 
11 Human Resources Development Canada — Grants and Contributions 
12 Values and Ethics in the Federal Public Sector 
13 Assessment of Financial Management Capabilities in Departments 
14 Canadian International Development Agency — Managing Contracts and 


Contribution Agreements 


Volume 2 - October 2000 (cont'd) 
Chapter 
15 Health Canada — First Nations Health: Follow-up 


Other Observations 
16 Follow-up of Recommendations in Previous Reports 
17/ Other Audit Observations 


Order Form for 2000 Report Material 
If you wish to obtain other 2000 Report material, consult the Main Table of Contents and indicate the chapters and 
formats you wish to receive. Mail the form to: 
Office of the Auditor General of Canada 


240 Sparks Street, Stop 10-1 
Ottawa, ON KIA 0G6 


or FAX form to: (613) 954-0696 


Please Print 
Name: 


Organization: 


Address: 
City: Province: 
Country: Postal Code: 


Telephone: _ ( ) - 


Please Specify Chapter Number and Quantity 


Chapter(s) # English French 
# English French 
# English French 
# English French 
= English French 
# English French 
s English French 
# English French 
Foreword and Main Points (April 2000) Bilingual 
(October 2000) ____ Bilingual 
CD-ROM (contains Reports 
from 1991 to October 2000) Bilingual 
Video (contains Selected 
Highlights of the Report) 
April 2000 English French 
October 2000 English _____ French 


The Report is also available on the Internet at www.0ag- bvg.gc.ca 


: - 
a . rr 
| in ae “1 
wa) - grass 
ee ~<a - - 
6 


y wihs's 
P10 owen | 
- etabici enacts 
nt ; 


ee tt 


a 


a Veen 


ee. ee ee 
sat i  teuz-7 * 
wa. 4”. _...* 
ef => Os. _ 6 
ae ie an 
—a. me ) 
a, 
a es | 

- ee | RRS GA) emi aiall Cote CWT 


- 
Pas 


=< 


Report of the 
| Auditor General 


| | of Canada 
| to the House of Commons 


3 Chapter 13 
Assessment of Financial Management 
Capabilities in Departments 


October 2000 


is 


7 


Report of the 
Auditor General 


of Canada 
to the House of Commons 


Chapter 13 
Assessment of Financial Management 
Capabilities in Departments 


AOR ay 
x wy *. 


NOV 30 2008 


October 2000 


This October 2000 Report comprises 8 chapters as well as a Foreword and Main 
Points. In order to better meet clients’ needs, the Report is available in a variety of 
formats. If you wish to obtain another format or other material, the Table of Contents 


and the order form are found at the end of this chapter. 


© Minister of Public Works and Government Services Canada 2000 
Cat. No. FA1-2000/2-13E 
ISBN 0-662-29368-1 


Copies francaises aussi disponibles 


Chapter 13 


Assessment of Financial Management 
Capabilities in Departments 


The audit work reported in this chapter was conducted in accordance with the legislative 
mandate, policies and practices of the Office of the Auditor General. These policies and 
practices embrace the standards recommended by the Canadian Institute of Chartered 
Accountants. The numbered paragraphs in bold face represent recommendations. 
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Government initiatives will require strong financial management capabilities 


Benefits of Sound Financial Management 
Effective financial management can benefit Parliament, departments and Canadians 


Assessment of Financial Management Capabilities — Control Level 
Departments need to monitor their control systems more closely 
The accuracy and timeliness of financial data are of concern 

Assessment of Financial Management Capabilities — Information Level 
A vision and strategy for financial management are needed within departments 
Competencies and skills needed for the future are yet to be determined 
Financial and non-financial systems need to be integrated 
Performance measures to assess the effectiveness of the finance function 

need to be strengthened 


Results of the Treasury Board Secretariat’s Work 
Key Challenges for Sustained Progress 
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Assessment of Financial Management 
Capabilities in Departments 


Main Points 


13.1 Our audit assessed the financial management capabilities in five government departments against the 
criteria established in the Financial Management Capability Model published in April 1999. We found that in each 
department gaps remain between current expectations for financial management and the existing capabilities of 
the departments. The capabilities needed to meet current expectations are consistent with those we have described 
in the Control Level of the Financial Management Capability Model. 


13.2 We also noted that departments are at the initial stages of developing the capabilities needed to meet the 
requirements of the government’s Financial Information Strategy and the Modernization of Comptrollership 
initiative. These capabilities are consistent with the capabilities described in the Information Level of the 
Financial Management Capability Model. 


13.3 Based on the level of financial management capabilities in the departments that we audited, the 
challenges to be met in improving financial management are substantial. Only one department is close to meeting 
all the government’s current expectations and none currently have the capabilities needed to meet the goals of the 
Financial Information Strategy and Modernization of Comptrollership initiative. Put simply, it will be very 
difficult to make government more businesslike if stronger financial information is not well integrated into both 
day-to-day management and accountability reporting to Parliament. The achievement of these capabilities 
throughout government will require the strong commitment and sustained support of the Treasury Board 
Secretariat, Privy Council Office and deputy ministers. 


13.4 Our Office has expressed concern about the need to improve financial management in government for a 
number of years. Similarly, the Public Accounts Committee has noted, “There has been a common call for 
improvements in financial information to support government decision making.” We have noted an increase in the 
number of initiatives being undertaken and a heightened sense of urgency to develop strong financial management 
capabilities. The government and the departments themselves have much to do in this area. The success of Results 
for Canadians — A Management Framework for the Government of Canada, the Financial Information Strategy 
and the Modernization of Comptrollership initiative will depend on this action. 


Background and other observations 


13.5 Financial management is an important component of what financial and program managers in 
departments and agencies do in delivering programs and services and exercising stewardship over the resources 
entrusted to them. An integrated and systematic approach to financial management allows managers to have the 
information to make sound decisions, manage risks well, and account properly for the use of public resources. 
Until recently, financial management has focussed on controlling budgets and processing transactions. Today’s 
rapidly changing environment makes it urgent for the government to implement effective financial management. 


13.6 We noted that departments had not implemented adequate monitoring of the effectiveness of their control 
frameworks. Such monitoring, together with providing assurance to senior management that control mechanisms 
are operating as designed, is an important component of sound management, particularly in a period of significant 
change that accompanies the implementation of new financial systems. 

13.7 One of the most common gaps that we found in departments was the limited ability to combine or 
integrate financial and operational (non-financial) information. This gap has clear implications for individual 
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departments and the government as a whole. First, if departments cannot integrate this information, they cannot 
give Parliament and the Canadian public a realistic picture of how much it has actually cost to produce a given 
result or deliver a given level of service. Second, without integrated information, senior management cannot 
readily forecast the downstream costs of major decisions — for example, a decision to increase or decrease the 
level of service of a program. 


13.8 We also found that departments had not established a clear vision or strategy for the transformations that 
are to take place — an essential first step in managing the changes. Similarly, departments have not determined 
the skills and capacities that are needed to carry out these changes or whether there is a gap between what is 
needed and what they currently possess. We also noted that departments had not implemented specific measures 
against which progress in developing strong financial management capabilities can be tracked. 


The response of the Treasury Board Secretariat, on behalf of the government and the five departments 
audited, is included at the end of this chapter. The response indicates that the recommendations are 
consistent with the current improvement plans and government expectations of sound management 
practices. 


The responses ef Canadian International Development Agency, Environment Canada, Fisheries and Oceans, 
Health Canada and Transport Canada are included in the case studies in the chapter. The responses indicate 
an intent to address the gaps identified and that in many cases initiatives are already under way. 
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Introduction 


13.9 A long-standing strategic priority 
of the Office of the Auditor General of 
Canada has been to encourage better 
financial management in government and 
improve the role it can and should play. 
Accordingly, in 1997 the Office began a 
study of the current and future financial 
management requirements of federal 
government departments and agencies. 
The study’s objective was to build a 
modern framework that would describe 
the key elements that departments and 
agencies need to institute effective 
financial management. The framework 
would also provide a basis for assessing 
the current state of the financial 
management capabilities of these 
organizations. 


13.10 The result of the study, the 
Financial Management Capability Model 
(the Model), was published in April 1999. 
This document sets out the Office of the 
Auditor General’s expectations for 
financial management and is the basis on 
which this audit and future audits in this 
area will be conducted. 


13.11 Financial management is 
described in the Model as consisting of 
three elements: Risk management and 
control, information, and management of 
resources. 


- Risk management and control. An 
organization must be able to identify the 
risks it faces (anything that could interfere 
with its ability to achieve its established 
objectives). It must also establish a 
framework for managing and controlling 
those risks. An important part of the 
control framework is the communication 
of the purpose, values and ethics of the 
organization. 


+ Information. The organization must 
have procedures to manage and protect the 
integrity of its data and to produce the 
type of information that managers need to 
conduct their business and account for 
how well they have discharged their 
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responsibilities. The organization must 
also be able to deliver this information 
when it is needed. The information 
element includes the management of 
information systems and financial and 
operational (non-financial) performance 
information. 


+ Management of resources. This 
element of financial management focusses 
on enabling the organization to manage 
and direct its resources toward achieving 
its objectives economically and 
efficiently. Linkages to strategic planning, 
analysis and support for decisions are also 
included in this element. 


13.12 Clearly, financial management 
does not exist in isolation. Rather, it works 
in concert with other important 
components of the organization’s 
management. Indeed, these three elements 
of financial management overlap and 
relate to the other elements of 
management. Ultimately, good financial 
management is essential to good overall 
management. 


Objectives of financial management 


13.13 All managers in government are 
entrusted with public resources, which 
they use to deliver programs and services. 
They have a responsibility to manage 
those resources with prudence and probity 
and due regard to economy, efficiency and 
effectiveness. They must also account for 
the way in which they have used the 
resources. Financial management is an 
important component of what financial 
and program managers in departments and 
agencies do in delivering programs and 
services and exercising stewardship over 
the resources entrusted to them. The 
essential objectives of financial 
management are summarized in 

Exhibit 13.1. 


Focus of the audit 

13.14 The objective of this audit was to 
assess the financial management 
capabilities in selected departments 


A long-standing 
strategic priority of the 
Office of the Auditor 
General of Canada has 
been to encourage 
better financial 
management in 
government. 


Financial management 
is an important 
component of 
delivering programs 
and services and 
exercising 
stewardship over 
resources. 
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The Financial against the criteria established in the Model (see Exhibit 13.2). Each level 
Financial Management Capability Model. _ represents a well-defined stage toward 
Management developing a mature financial 


rf 13.15 The Model describes the essential 
Capability Model elements of effective financial 
identifies five management. It sets out a path that an 
‘ organization can follow to develop 
Progressive progressively more sophisticated financial 
“capability levels” that management practices. It also shows the 

: steps to be taken in progressing from a 

represent well-defined el of financial een: typical of a 
stages toward start-up organization to the strong, 


etalon effective, financial management 
eveloping a mature capabilities associated with a mature and 


financial management complex organization. 


management regime. The Control Level 
of the Model describes current 
expectations for financial management 
based on established Treasury Board 
guidelines, Receiver General directives 
and the Financial Administration Act. The 
Information Level generally describes the 
capabilities departments will need to 
achieve the goals of the government’s 
Financial Information Strategy. The 
Managed and Optimizing Levels describe 
capabilities that will be needed to support 
regime. 13.16 We have identified five the government’s Modernization of 
progressive “capability levels” in the Comptrollership initiative. The 


Exhibit 13.1 Provide support for decision making. Financial management provides managers with the 


information and knowledge they need to support operational decisions and to understand the 
Objectives of Financial financial implications of decisions before they are made. It also enables managers to monitor their 
Management decisions for any potential financial implications and for lessons to be learned from experience, and 
to adapt or react as needed. 


Ensure the availability of timely, relevant and reliable financial and non-financial information. 
Financial management gives managers the information that either forms the basis for calculating 
financial information, or is used for management control and accountability purposes. 


Manage risks. Financial management enables an organization to identify, assess and consider the 
financial consequences of events that could compromise its ability to achieve its goals and 
objectives and/or result in significant loss of resources. Financial management is an important 
component of risk management and needs to be considered with the full range of business risks, 
such as operational and strategic risks as well as social, legal, political and environmental risks. 


Use resources efficiently, effectively and economically. Financial management is necessary to 
ensure that an organization has enough resources to carry out its operations, and that it uses these 
resources with due regard to economy, efficiency and effectiveness. 


Strengthen accountability. Financial management is essential for an organization to understand and 
demonstrate how it has used the financial resources entrusted to it and what it has accomplished with 
them. 


Provide a supportive control environment. Financial management contributes to promoting an 
organizational climate that fosters the achievement of financial management objectives — a climate 
that includes commitment from senior management, shared values and ethics, communication and 
organizational learning. 


Comply with authorities and safeguard assets. Financial management is essential to ensuring that 
an organization carries out its transactions in accordance with applicable legislation, regulations and 
executive orders; that spending limits are observed; and that transactions are authorized. It also 
provides an organization with a system of controls for assets, liabilities, revenues and expenditures. 
These controls help to protect against fraud, financial negligence, violation of financial rules or 
principles and losses of assets or public money. 


Source: Office of the Auditor General of Canada Financial Management Capability Model — 
Application Guide, April 1999 
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sophistication of the capabilities may vary 
among organizations, depending on the 
nature, risk and complexities of the 
organizations. 


13.17 Each capability level in the 
Model consists of a set of key process 
areas (see Exhibit 13.3). When an 
organization has met all of the key process 
areas associated with a given level of 
financial management capability, it may 
be considered to have achieved that level. 
Essentially, these key process areas are the 
building blocks that determine the 
financial management capability of an 
organization. 


13.18 The five departments in which 
we conducted assessments were: 

* Canadian International Development 
Agency 
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* Environment Canada 
« Fisheries and Oceans 
* Health Canada 

« Transport Canada 


Case studies reporting on the results of our 
assessments are included at the end of the 
chapter. 


13.19 As part of our work, we also 
reviewed the results of the comptrollership 
capacity checks carried out by the 
Treasury Board Secretariat in the 
following five departments: 


Agriculture and Agri-Food Canada 


Human Resources Development 
Canada 


¢ Indian and Northern Affairs Canada 
« National Defence 


« Natural Resources Canada 


Exhibit 13.2 


Financial Management Capability Model 


OPTIMIZING 


Focus on continuous 
improvement and learning 


MANAGED 

| Focus on balancing efficient and economical use of 
resources with quality/effectiveness of results 
achieved 


INFORMATION 

Focus on measuring how resources are used and 
managing for the efficient and economical use of 
resources 


aed ante 


Source: Office of the Auditor General of Canada Financial Management Capability Model, April 1999 
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13.20 The capacity checks, part of the 
Modernization of Comptrollership 
initiative, were conducted as management 
self-assessments. Accordingly, the results 
reflect the views of departmental 
managers and are not the product of 
independent audit work. We have 
reviewed the results of the departmental 
managers’ self-assessments, led by the 
Treasury Board Secretariat, to compare 
them with the results of our audit work. 
Further details on the audit are in About 
the Audit at the end of the chapter. 


Observations and 
Recommendations 


The Changing Expectations for 
Financial Management 


13.21 In both the private and public 
sectors, stakeholders’ expectations of 
financial officers, program managers and 
financial management are changing. For 
example, financial management 
specialists in the private sector are now 
expected to find ways to reduce the 
administrative costs of the organization 
and to offer strategic advice and analysis. 


13.22 Inthe public sector, an 
ever-increasing need for stronger financial 
management capabilities has accompanied 
fundamental changes in government. 
These changes include: 


* new ways of delivering services and 
programs: departments are entering into 
innovative arrangements with the private 
sector or other governments and often 
charging user fees. These new 
arrangements require departments to 
generate and integrate more sophisticated 
and complex financial and operational 
(non-financial) information to support 
decision making and to account for the 
results achieved; 


+ downsizing: despite reductions in 
supervisory, program and functional 
support (including finance and internal 
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audit), it is still essential to maintain 
control over the organization’s operations; 


* movement from a command-and- 
control orientation: there is a move toward 
a new orientation where central standards 
allow more discretion over control 
processes and the operational approaches 
used; 


* risk taking based on a risk 
management framework; and 


* ashift from a government-wide 
centralized accounting system to 
departmental systems. 


13.23 At the same time, parliamentary 
discussion of these issues is increasing. 
For example, the Standing Committee on 
Finance, in its report Challenge for 
Change — A Study of Cost Recovery, 
indicated an interest in knowing such 
things as how well user charges 
approximate efficient pricing and whether 
cost recovery has resulted in underfunding 
of cost recovery programs and 
overfunding of others. It also expressed an 
interest in performance standards to 
demonstrate how well cost recovery is 
operating. 


Responding to the 
changes taking place 
in government will 
demand strong 
financial management 
capabilities. 


13.24 Clearly, responding to these 
changes and issues will demand strong 
financial management capabilities in 
departments. 


Government initiatives will require 
strong financial management 
capabilities 


13.25 Inits management framework, 
Results for Canadians, and through such 
initiatives as the Modernization of 
Comptrollership and Financial 
Information Strategy, the government has 
begun a number of efforts that are 
designed to improve both the management 
of the federal public service and the 
accountability of departments. 


13.26 Results for Canadians — A 
Management Framework for the 
Government of Canada establishes an 
agenda for changes in the way that 


Report of the Auditor General of Canada - October 2000 


13-11 


Assessment of Financial Management Capabilities in Departments 


Effective financial 
management can 
benefit Parliament, 
departments and 
Canadians. 


Exhibit 13.4 


Key Expectations of 
Government 


departments and agencies manage and 
deliver their programs and services. The 
framework includes four key 
commitments: 


* acitizen focus on designing, 
delivering, evaluating and reporting on 
activities; 


* aclear set of values to guide 
management in the public service; 


* a focus on results and reporting them 
in a simple and understandable way; and 


* a focus on linking the costs of 
initiatives with results to ensure 
responsible spending. 


13.27. Of these, the commitment to 
responsible spending is of particular 
importance to this audit as it establishes a 


requirement for strong financial 
management capabilities. 


13.28 The key expectations of these 
initiatives and the government’s 
management framework are highlighted in 
Exhibit 13.4. 


Benefits of Sound Financial 
Management 


Effective financial management can 
benefit Parliament, departments and 
Canadians 


13.29 Establishing effective financial 
management capabilities is not an end in 
itself. As noted earlier, a key objective of 
financial management is to strengthen 
accountability for how departments 
deliver their programs. 


Results for Canadians — A Management Framework for the Government of Canada 
The key expectations of the commitment to responsible spending are: 


* to produce information on program costs and results required for sound decision making to 


ensure responsible spending; 


* to provide financial and non-financial performance information to link costs with actual or 


expected results; 


° to provide, on a government-wide basis, integrated, cross-departmental information on 


expenditures and results; and 


* to provide assurance that departmental management frameworks that support due diligence and 
stewardship of public resources are in place and working. 


Modernization of Comptrollership 


The key expectations are: 


* to integrate financial and non-financial information; 
* to identify and manage the risks of the organization; and 


* to ensure that appropriate control systems are in place. 


Financial Information Strategy 


The key expectations are: 


* to implement modern financial systems throughout government; 
* to implement full accrual accounting and budgeting; and 


° to enhance the government’s decision making and to improve organizational performance 
through the strategic use of financial information. 


Sources: Treasury Board Secretariat, Results for Canadians - A Management Framework for the 
Government of Canada; The Modernization of Comptrollership in the Government of Canada; 


Financial Information Strategy 
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13.30 Effective financial management 
allows an organization to link financial 
information and performance information. 
By linking these two kinds of information, 
an organization can demonstrate what has 
been accomplished with the resources 
consumed or used. This is important 
information for all interested parties, 
including Parliament, the Canadian public 
and departments themselves. However, to 
produce this information, departments 
need to develop stronger and more 
sophisticated financial management 
capabilities than they now have. Some of 
the benefits of strong financial 
management capabilities are outlined in 
Exhibit 13.5. 


Assessment of Financial 
Management Capabilities — 
Control Level 


13.31 Organizations that have the 
capabilities associated with the Control 
Level of the Financial Management 
Capability Model are able to ensure that 
adequate resources are available, assets 
are safeguarded, data are reliable, and 
transactions are monitored and controlled 
and conducted with prudence and probity. 
Organizations at the Control Level are 
able to meet statutory and regulatory 
reporting requirements. 


13.32 As well, organizations that have 
institutionalized the key process areas for 
this level will have established a control 
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framework, and mechanisms to ensure 
that control practices are repeatable and 
sustainable. When these basic controls are 
operating as intended, they will help the 
organization to control or reduce risks and 
to produce complete and accurate 
financial and operational data. 


13.33. The Control Level of the Model 
describes an organization that has 
complete, timely and accurate financial 
and operational data, and that can carry 
out its basic stewardship responsibilities 
and meet its reporting obligations. The 
capabilities described in the Control Level 
link directly to Treasury Board policies 
and guidelines. 


13.34 To reflect the capabilities of the 
Control Level, an organization must have 
mastered the eight key process areas 
associated with that level. It is important 
to recognize the interdependencies among 
the various key process areas in 
establishing effective financial 
management capabilities. 


Departments need to monitor their 
control systems more closely 


13.35 Internal control systems are 
essential to managing an organization. 
Even at the most basic level, they need to 
provide management with reasonable 
assurance that: 


* transactions are recorded completely 
and accurately and on a timely basis; 


= 


Canadians hae 


Stakeholders | Desire Outcomes of Strong Financial Management Practices 


Information on costs of services received is available. 


* There is improved information for the scrutiny of government spending. 


Parliament cA 


There are informed decisions about allocation of resources to meet 


government policy objectives. 


Departments ° 


Information is available on resources required to manage operations and 


deliver programs at reasonable cost that meet the needs of Canadians. 


* Decisions are made with relevant, understandable and reliable information. 


* Information is available for accountability to key stakeholders. 


Capabilities at the 
Control Level ensure 
that adequate 
resources are 
available, assets are 
safeguarded, data are 
reliable, transactions 
are processed 
accurately, and 
organizations are able 
to meet statutory 
reporting 
requirements. 


Exhibit 13.5 


Benefits of Strong Financial 
Management Capabilities 
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Departments had 
limited capabilities for 
monitoring and 
reporting on the 
effectiveness of their 
departmental control 


* assets are safeguarded and protected 
from fraud and losses of all kinds; and 


* resources are received and used in 
accordance with applicable laws and 
regulations. 


13.36 Anelement of the Financial 
Management Capability Model — and 
indeed of sound management practices — 
is the expectation that management will 
have established systematic mechanisms 
for monitoring and reporting on the 
effectiveness of its system of internal 
controls. 


13.37 Monitoring provides relevant 
information to management and supports 
the department’s annual letter of 
representation on the adequacy of its 
internal controls. A department submits 
this letter to the Receiver General as part 
of preparing its annual public accounts 
statements. 


13.38 We found that the departments 
included in our audit had limited 
capabilities for monitoring and reporting 


The accuracy and timeliness of financial 
data are of concern 


13.40 Of paramount importance for any 
financial system is that managers view the 
financial data that the system produces as 
relevant, reliable and timely. 


13.41 Each of the departments included 
in our audit has implemented, or is in the 
process of implementing, a new 
departmental financial system. These 
systems were designed to enable 
departments to deal with Year 2000 issues 
and to meet the objectives of the 
government’s Financial Information 
Strategy. 


13.42 In the departments included in 
our audit, program managers expressed 
concerns about the timeliness and 
accuracy of the financial data from the 
department-wide systems. To compensate, 
many managers maintain separate or 
supplementary books and records 
(commonly referred to as “black books”). 
A major impact of maintaining and using 
supplementary systems is the cost 
associated with the time and effort 
required to design, implement and 


systems. on the effectiveness of their departmental Raa : 
control systems. Similarly, departments a them. Although Mee did ere La) 
could not demonstrate the work that they ©Stimate the cost of maintaining 
had done to support their annual supplementary systems, considerable 
representation on having maintained an resources are being used. 
adequate and effective system of controls 13.43 The implementation of the new 
throughout the period. Departments incur department-wide systems has introduced 
barunter ss | ee by ey pete! extensive change within departments. 
menos a oe ees Departments have decentralized the 
effectiveness of their departmental control operation of their department-wide 
framework. These risks increase as | systems to program managers in the 
departments decentralize the operation of various departmental business lines, who 
their financial systems to program are now responsible for recording 
managers. We also noted that the internal departmental transactions. More effort 
ae function needs iy broaden and will be needed to ensure that all managers 
strengthen its capacity to/provide clearly understand how the systems 
I Geen OEE COONS operate and what their responsibilities are 
ee eae for assuring the completeness and 

accuracy of financial and operational 

13.39 Departments should strengthen (non-financial) data. 
their capabilities for monitoring and 
reporting on the effectiveness of 13.44 Departments should provide 
departmental control systems. additional training and support to 
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managers and staff on the operation of 
the departmental financial systems. 


13.45 Departments should strengthen 
their capabilities for monitoring the 
accuracy and timeliness of financial 
data and the effective linkage to 
operational data. 


Assessment of Financial 
Management Capabilities — 
Information Level 


13.46 The capabilities at the 
Information Level (Level 3) of the 
Financial Management Capability Model 
are essential to many of the current 
initiatives of the federal government. 
They focus on the integration of the 
organization’s financial and operational 
systems, and on the practices and 
procedures necessary to provide 
information that can be used to manage 
resources efficiently, economically and 
with prudence and probity. 


13.47 An organization at the 
Information Level will be able to both 
measure and manage its risks. As well, it 
can tailor management practices within its 
various operating units to manage and 
reduce its risks in a cost-effective manner. 
The organization can also generate 
information on the cost of producing a 
product of a given quality or delivering a 
service at a given level. 


13.48 A key aspect of the Information 
Level is the changing role of the finance 
function. The role has begun to move 
away from performing only the traditional 
accounting functions to performing as a 
team player and providing support to 
operational managers. Finance staff work 
with operational managers to develop a 
financial structure that provides them with 
cost-effective controls and information 
that meets their day-to-day needs (for 
example, information on the cost of 
departmental programs). 


rr 
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13.49 Critical to achieving this level of 
capability is a climate that 
institutionalizes financial management 
practices throughout the organization. 
This requires senior management to 
explicitly demand and promote effective 
financial management and demonstrate its 
value to the organization and to the 
government as a whole. Such a culture is 
developed by formalizing financial 
management policies and practices across 
the organization and supplementing them 
with appropriate training and a system of 
rewards, recognition and sanctions that 
reinforces the culture. 


Capabilities 
associated with the 
Information Level 
ensure that risks are 
managed, financial and 
non-financial systems 
are integrated, and 
resources are 
managed efficiently, 
effectively and 
economically. 


13.50 To demonstrate the capabilities of 
the Information Level, an organization 
must have mastered the eight key process 
areas associated with that level. We found 
that departments we examined have 
initiatives under way to develop 
Information Level capabilities. To support 
these efforts, departments must strengthen 
and maintain the capabilities of the 
Control Level in order to provide a strong 
foundation upon which more advanced 
capabilities may be established. 


A vision and strategy for financial 
management are needed within 
departments 


13.51 A first step toward dealing with 
the capability gaps in departments is to 
develop a clear vision of how financial 
management should integrate with an 
organization’s management practices, and 
how financial management should support 
the organization. Given the nature and 
extent of changes taking place within 
government and the critical importance of 
financial management, we looked to see if 
departments had established such a vision, 
together with a clear strategy for 
instituting effective financial 
management. Such a strategy and vision 
provide an important vehicle for 
communicating the changes that the 
organization is trying to implement. 


Departments have 
initiatives under way 
to develop Information 
Level capabilities. 


13.52 We found that while some 
elements of such a vision and strategy are 
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While some elements 
of a vision and 
strategy are in place, 
others are missing. 


Departments have 
to determine the 
competencies and 
skills they need for 
the future. 


in place, others are missing. For example, 
although departmental financial 
information strategies address issues 
related to new systems and accrual 
accounting, they do not clearly address 
issues related to the third component of 
the Financial Information Strategy that 
deals with the integration of financial and 
operational information. In our view, this 
is an important element that needs to be 
addressed if substantive progress is to be 
made in developing strong financial 
management capabilities. 


13.53. An important part of such a 
vision and strategy is the clear articulation 
by departments of the capabilities that 
they require and the levels of 
sophistication they wish to establish for 
these capabilities. 


13.54 Asa first step in dealing with 
gaps in financial management 
capabilities, departments should have a 
clear vision of how financial 
management is intended to support the 
organization’s management practices, 
together with a strategy for achieving 
the vision. Departments, in conjunction 
with Treasury Board Secretariat, should 
determine the capabilities and levels of 
sophistication needed. 


Competencies and skills needed for the 
future are yet to be determined 


13.55 Another important prerequisite 
for establishing effective financial 
management practices in departments is to 
ensure that staff have the appropriate 
knowledge, ability and skills needed to 
carry out their responsibilities. 


13.56 The criteria set out in the Model 
include an expectation that departments 
audited would have identified the 
capabilities and skill sets needed to 
successfully implement the government’s 
initiatives, assessed their current 
capabilities, and developed a strategy for 
closing any gap between the two. 
However, we found that although 
managers had indicated a need for their 
departments to improve and strengthen the 


financial management skills of staff, only 
two departments had identified the core 
competencies required to meet their 
current and future human resource needs. 
We noted that none of the departments 
had assessed their current financial 
management competencies or developed a 
strategy for obtaining or developing the 
skill sets required to achieve an 
appropriate level of financial management 
capability. 


13.57. Departments also need to be able 
to attract and retain competent financial 
management staff. In each of the 
departments included in our audit, 
financial managers commented on the 
difficulties that they have experienced in 
this area. Managers noted high turnover 
rates of approximately 30 percent and a 
difficulty in staffing vacant positions. 
Although the departments were able to 
provide anecdotal reasons for these 
difficulties, none had analyzed in a 
systematic manner why they were 
occurring. Departments will have to do 
this analysis as a first step toward 
identifying the underlying causes of these 
staffing problems. We have reported 
similar concerns in 1999, Chapter 21, 
Financial Information Strategy: 
Departmental Readiness. 


13.58 We also noted that, through the 
FORD program of the Treasury Board 
Secretariat, departments have been able to 
recruit recent university graduates into the 
financial community of the federal 
government. While departments expressed 
satisfaction with the recruits obtained 
through this program, they have concerns 
about their inability to retain the recruits 
over the long term. Departments have not 
systematically tracked the reasons for the 
high rate of turnover. 


13.59 Departments and the Treasury 
Board Secretariat should develop 
strategies and plans to ensure that the 
government can attract and retain 
financial staff with the appropriate 
skills, knowledge and experience needed 
to carry out their responsibilities. 
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Departments should assess their current 
capabilities and develop a strategy for 
closing any gaps between the 
capabilities required and those they 
presently have. 


Financial and non-financial systems 
need to be integrated 


13.60 One of the key capabilities of the 
Information Level of the Financial 
Management Capability Model is the 
ability to support the management of an 
organization’s resources through the use of 
financial and operational (non-financial) 
information in strategic planning, analysis 
and decision making. As part of our audit, 
we assessed the progress being made by 
departments toward achieving this 
capability. 


13.61 One of the key attributes of an 
organization at the Information Level is its 
ability to provide consistent and 
comparable financial information, with 
appropriate linkages to operational 
information, that meets the needs of 
managers. This information provides a 
basis for developing performance 
indicators and cost and quality measures. 
It can also be used to support and 
demonstrate the extent to which the 
organization has used its resources 
effectively. 


13.62 As noted earlier, each of the 
departments included in our audit has 
installed a new financial system, some 
quite recently. We noted that while these 
systems have the potential to allow 
departments to develop integrated 
information, progress to date has been 
limited. We also noted that the 
departments have in place various systems 
that capture similar types of information 
and, in some instances, that cannot 
communicate with each other. 


13.63 The need to integrate financial 
and operational information is a 
long-standing concern in government. 
Although the departments included in our 
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audit have implemented new financial 
systems, they have indicated that they 
have only just begun the task of 
integrating financial and operational 
information. 


13.64 Departments should ensure that 
systems integration plans meet the third 
objective of the government’s Financial 
Information Strategy, the integration of 
improved financial information into 
day-to-day decision making by 
departmental managers. 


Performance measures to assess the 
effectiveness of the finance function 
need to be strengthened 


13.65 As noted earlier in the chapter, 
the finance function within government is 
going through considerable change. Many 
government initiatives that depend upon 
strong financial management capabilities 
for their success are presenting significant 
challenges to the finance function as it 
tries to implement these initiatives. 


13.66 One component of managing the 
change is a clear vision of the 
transformations that are to take place. 
Such a vision, along with a strategy for 
realizing it, needs to be accompanied by 
performance measures for the finance 
function. These performance measures 
should: 


¢ clarify, communicate, and focus on 
the strategic objectives; 


* serve as a basis for making 
continuous improvements; and 


+ indicate whether the strategies have 
resulted in improved performance and the 
realization of the vision. 


13.67 As part of our audit, we reviewed 
the performance measures that the finance 
groups had established for themselves. In 
general, we found that these measures 
focussed on the transactional level — for 
example, the number of days required to 
issue a cheque. Although such relatively 
low-level indicators reflect an important 


Departments have only 
just begun the task of 
integrating financial 
and operational 
information. 
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element of what the finance function does 
within an organization, they do not 
provide a measure of how well the finance 
group is doing in supporting the changes 
required by such government initiatives as 
the Financial Information Strategy and the 
Modernization of Comptrollership. Such 
measures might include, for example, the 
relative use of finance resources for 
transaction processing compared with 
business support, or the level of 
understanding by program managers of 
their financial management 
responsibilities. 


13.68 We also reviewed the 
performance agreements established for 
the senior financial officer and the senior 
full-time financial officer in the 
departments included in our audit. We 
noted that these agreements followed the 
structure established by the Treasury 
Board Secretariat, and that all included 
ongoing and key commitments. The 
Treasury Board Secretariat requires that 
each commitment have one or more 
performance indicators. Some of the 
commitments we reviewed lacked the 
necessary performance indicators. Most of 
the commitments and the related 
performance indicators in the agreements 
we reviewed were vague. They did not, in 
our opinion, lend themselves to measuring 
performance in a quantifiable way, as 
required by Treasury Board guidelines. 


13.69 Departments should ensure that 
effective performance measurement 
indicators are established to accompany 
the vision and strategy for financial 
management that will support the 
organization’s management practices. 


13.70 Performance agreements for 
senior financial officers and senior 
full-time financial officers should 
include specific, measurable 
commitments to guide the finance group 
and the department in assessing 
progress on the changes required by the 
government’s Financial Information 


Strategy and the Modernization of 
Comptrollership initiative. 


Results of the Treasury Board 
Secretariat’s Work 


13.71 As part of its Modernization of 
Comptrollership initiative, the Treasury 
Board Secretariat carried out 
comptrollership capacity checks in five 
departments. The objective of the checks 
was to provide the Secretariat and the 
departments with a baseline assessment of 
existing comptrollership capacities. These 
assessments provide a point of reference 
from which departments can develop 
action plans to enhance their 
comptrollership capabilities. They also 
provide a baseline against which future 
progress can be measured. 


13.72 Although the Treasury Board 
Secretariat used a different approach from 
that of the Office of the Auditor General 
in carrying out its work, there is a strong 
correlation in the scope of the two 
methodologies. A key distinction between 
the two is the self-assessment approach of 
the comptrollership capacity checks. 


13.73 We noted some common findings 
related to the basic capabilities of the 
Control Level. These include accounting 
practices that generally comply with 
government requirements and a need for 
increased monitoring of departmental 
control systems. 


13.74 We also noted some areas of 
difference. For example, while our audit 
indicated program managers’ concerns 
about the completeness, timeliness and 
accuracy of financial data, the 
departments included in the capacity 
check self-assessments indicated that 
financial data were accessible, timely and 
accurate. 


13.75 We noted a strong correlation 
between the two approaches in the 
observations related to the Information 
Level capabilities. These include the 
following: 
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+ Departments need to define the 
competencies required of managers, assess 
current competencies, and develop a 
strategy to close any gaps. 


+ Departments are at the initial stages 
of developing such capabilities as risk 
management. 


+ There is limited integration between 
financial and operational systems. 


+ Cost management practices are not 
formalized. 


« Departments are at various stages of 
evolution in developing corporate 
performance measures. 


13.76 These assessments are an 
important first step in strengthening 
financial management capabilities. They 
provide a basis from which departments 
are expected to develop improvement 
Strategies; they also provide a baseline 
against which future progress may be 
measured and reported. Such reporting 
could be in their annual Report on Plans 
and Priorities or Departmental 
Performance Report. 


13.77. The Treasury Board Secretariat 
should ensure that departmental action 
plans prepared in response to the results 
of its assessments establish specific 
deliverables and time frames against 
which it can monitor the progress of 
departments in closing the identified 


gaps. 


13.78 The Treasury Board Secretariat 
should report on its plans and progress 
in strengthening financial management 
capabilities. 


Key Challenges for Sustained 
Progress 


13.79 In its Nineteenth Report to the 
House (1998), the Public Accounts 
Committee noted that on many occasions 
“there has been a common call for 
improvements in financial information to 
support government decision making.” 
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While our current audit noted a number of 
positive initiatives and an increased sense 
of urgency, much remains to be done. If 
the initiatives are to be successful and 
result in strong financial management 
capabilities, there are a number of key 
challenges that need to be addressed. 
These challenges, which are described in 
greater detail below, include: 


* sustaining initiatives over time; 


« developing strategies to implement 
effective financial management; 


* implementing a changing role for 
finance; 


* increasing the consistency of 
departmental practices; 


* providing stronger assurance on 
departmental control frameworks; 


* increasing confidence in 
departmental information systems; 


¢ linking financial and operational 
planning; and 


* supporting performance measures. 


13.80 Sustaining initiatives over time. 
In the past, and indeed today, many of the 
important government-wide initiatives 
have been led by the Treasury Board 
Secretariat. While this leadership is 
important, it is not enough. As the Office 
has previously reported, similar initiatives 
have been undertaken in other 
jurisdictions. A common thread in their 
success was strong political demand for 
the change in management philosophy, 
together with monitoring of progress 
achieved. The strong commitment and 
sustained support of the Treasury Board 
Secretariat, Privy Council Office and 
deputy ministers, as well as ministers and 
Parliament will be needed to advance 
financial management capabilities within 
government. 


13.81 Managing the types of challenges 
noted above and meeting the objectives of 
the government’s management framework 
and recent management initiatives will 
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The needed changes 
will not occur quickly; 
in the absence of clear 
plans and strategies 
for change 
management, as well 
as sustained pressure, 
they may not occur at 
all. 


An integrated strategy 
is needed to provide 
clear direction and 
co-ordination for 
departmental 
initiatives. 


require significant cultural changes within 
government. Such changes include, 
among others, the need to integrate 
financial information into decision 
making, the need to implement and use 
accrual accounting and accrual 
appropriations, and the need to better 
understand the role that financial 
management can and should play in the 
organization. These changes will not 
occur quickly; in the absence of clear 
plans and strategies for change 
management, as well as sustained 
pressure, they may not occur at all. 


13.82 The departments included in our 
audit have undertaken a number of actions 
in support of the government’s initiatives 
that are designed to improve their 
financial management capabilities. A key 
challenge for them will be to maintain the 
momentum behind these actions and to 
ensure that they are fully and effectively 
implemented. 


13.83, Departments need a climate that 
supports and encourages good financial 
management practices. Given the 
significant changes taking place in 
government and within departments, this 
will be a particular challenge. 


13.84 Developing a strategy to 
implement effective financial 
management. We noted that many 
initiatives that support effective financial 
management are currently under way in 
departments. However, in many instances 
these initiatives are being approached on 
an individual basis, without a clear 
articulation of the linkages among them. 
A corporate strategy is needed to provide 
clear direction and co-ordination for these 
initiatives. 


13.85 In developing such strategies, 
departments need to ensure that they have 
the human resource capabilities needed to 
make the change effort successful and to 
deliver their programs effectively. This is 
of particular concern, given the 
demographics of the financial community 


and the difficulties the government is 
experiencing in attracting and retaining 
financial specialists. 


13.86 Departmental strategies need 
better linkages both within and between 
levels, as capabilities in one level provide 
a foundation for those in the next level. 
Linkages within levels are critical for the 
development of the capabilities needed to 
support the management and delivery of 
departmental programs. 


13.87 Establishing a changing role for 
finance. Clearly, the finance function 
within departments needs to play an active 
leadership role and move beyond the 
traditional role of functional support. This 
requires a proactive approach to working 
with program managers to ensure that they 
are provided with appropriate analysis and 
decision-making support. 


13.88 Implementing consistent 
practices. Our audit noted that in most 
departments, a range of financial 
management practices exists across 
departmental business lines. For example, 
there are different approaches to 
developing plans and budgets and 
classifying basic data. The use of different 
practices makes it difficult to aggregate 
information on a departmental basis and 
meet the information needs of 
departmental managers. Corporate 
systems and practices need to ensure a 
consistent approach to financial 
management. 


13.89 Providing assurance on 
departmental control frameworks. At 
the Control Level, departments need 
strong mechanisms for providing 
assurance to senior management and 
central agencies that the departmental 
control framework is working as intended. 


13.90 Increasing confidence in 
departmental information systems. In 
most of the departments included in our 
audit, we found that many program 
managers expressed a lack of confidence 
in departmental information systems. This 
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was due to several factors, including 
concerns Over the accuracy or timeliness 
of financial data and the inability of 
systems to provide information in a format 
that was useful to them. Increased 
confidence in departmental information 
systems is necessary to eliminate the 
inefficiencies created when managers 
maintain their own records and books of 
account. 


13.91 Linking financial and 
operational planning, monitoring and 
reporting. Most financial and operational 
systems and processes are typically 
independent and rarely linked. Planning 
for financial resources is often 
independent of planning for operational 
results. Similarly, information systems 
track financial information independently 
of information on results. 


13.92 Departmental information has to 
meet the various requirements of 
corporate, business line, regional and 
operational managers in addition to 
serving the accountability requirements of 
Parliament and Canadians. 


13.93 Supporting performance 
measurement with rewards and 
recognition. Essential to any 
transformation are performance measures 
that allow an organization to measure and 
report on the progress being made and to 
determine whether the desired changes in 
behaviour are occurring. Our audit noted 
that the departments had not yet 
developed such performance measures for 
tracking the transformation of the finance 
function in responding to the challenges of 
the Financial Information Strategy and the 
Modernization of Comptrollership 
initiative. Equally important is the need to 
reinforce the desired changes and link 
them to the achievement of established 
objectives. 


Conclusion 


13.94 The government has a number of 
important initiatives under way that are 
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designed to improve the management of 
the federal public service. Essential to 

many of these initiatives is the need for 
strong, effective financial management. 


13.95 Our audit noted gaps in some of 
the basic financial management 
capabilities that are required to meet the 
government’s current expectations. These 
gaps need to be addressed so that 
departments can develop the more 
advanced capabilities needed to support 
the requirements and goals of the key 
government initiatives. 


13.96 Although departments and central 
agencies have begun the process of 
developing the capabilities necessary to 
support the government’s Financial 
Information Strategy and the 
Modernization of Comptrollership 
initiative, significant challenges remain. 
We believe that with sustained effort, 
departments can develop the necessary 
capabilities. 


13.97 The most significant challenge 
will be to institutionalize in departments a 
strong appreciation of the role that 
financial management can and should play 
in day-to-day decision making. Such a 
cultural change will require the strong 
commitment and sustained support of the 
Treasury Board Secretariat, Privy Council 
Office and deputy ministers to develop 
and maintain departmental financial 
management capabilities. 


Treasury Board Secretariat’s response: 
The Government of Canada has placed a 
high priority on the modernization of 
comptrollership, including the 
strengthening of financial management 
capabilities in departments and agencies. 
This is one of the six priorities set out in 
Results for Canadians —A Management 
Framework for the Government of 
Canada. The Modernization of 
Comptrollership initiative builds on a 
number of activities under way across 
government and is led by the Treasury 
Board Secretariat and a group of pilot 
departments. 


The strong 
commitment and 
sustained support of 
the Treasury Board 
Secretariat, Privy 
Council Office and 
deputy ministers are 
needed to develop and 
maintain departmental 
financial management 
capabilities. 
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There are a number of common findings 
between the Office of the Auditor 
General’s review of financial management 
capabilities in the five departments it 
examined and the results of 
comptrollership assessments completed by 
the Treasury Board Secretariat and the 
first group of pilot departments. There are 
also some differences, as noted in this 
chapter. Overall, the Auditor General’s 
recommendations are consistent with the 
current improvement plans and 
expectations that have been established 
for sound management practices in the 
government's management framework. 


We are confident that the government has 
good systems of financial controls and that 
these controls are generally working; 
however, we agree with the Auditor 
General that certain improvements are 
necessary. The Treasury Board Secretariat 
is actively pursuing these improvements. 
For example, steps are being taken to 


continue the implementation of the 
Financial Information Strategy, to 
strengthen the internal audit and 
evaluation functions across government, 
and to redefine the approach to central 
monitoring of departmental activities. 
These enhancements to internal controls 
are being implemented in a balanced way 
to support delegation of authority and 
encourage innovation at the front line 
while reinforcing appropriate 
accountability. 


The government’s overall strategy for 
implementation of the Modernization of 
Comptrollership initiative will build on 
the findings of the Auditor General’s work 
and the capacity assessments done in pilot 
departments. Priorities for improvements 
have been established in these 
departments and implementation will be 
monitored to ensure that the expected 
results are achieved. 
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ey About the Audit 


Objective 


The objective of this audit was to assess the financial management capabilities in selected departments. 


Scope 


The five departments in which we conducted assessments were: 


* Canadian International Development Agency 
¢ Environment Canada 

° Fisheries and Oceans 

¢ Health Canada 


¢ Transport Canada 


As part of our audit, we also reviewed the results of the comptrollership capacity checks undertaken by the 
Treasury Board Secretariat in the five pilot departments. These were: 


¢ Agriculture and Agri-Food Canada 

* Human Resources Development Canada 
° Indian and Northern Affairs Canada 

¢ National Defence 


e Natural Resources Canada 


Criteria 


The criteria used during the audit are from the Financial Management Capability Model published by the 
Office in April 1999. 


The Model is a framework for strengthening financial management through many small evolutionary steps. It 
illustrates the stages through which an organization can evolve as it defines, implements, measures, controls 
and improves its financial management processes. 


The detailed criteria are set out in the key process areas in the five levels of the Model. The five levels are the 
following: 


* The Start-Up Level describes the financial management capabilities of a start-up organization that has not 
yet established its key policies and practices. 
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¢ The Control Level focusses on establishing the controls needed to safeguard assets and to ensure that data 
are reliable and operations are monitored and controlled. This level generally describes the capabilities 
that are needed to meet current financial management requirements. 


¢ The Information Level focusses on integrating an organization’s financial and operational (non-financial) 
systems, practices and procedures to provide information that can be used to manage resources in an 
efficient and economical manner. This level reflects the capabilities that will be needed to meet the 
requirements of the government’s Financial Information Strategy. 


¢ The Managed Level focusses on using information to balance the competing objectives of using resources 
efficiently and economically and achieving high-quality and effective results. 


¢ The Optimizing Level focusses on continuous improvement and learning. 


The focus of our audit work was on determining the extent to which departments met the requirements of the 
Control and Information levels. These are the capabilities that are consistent with the requirements of the 
government’s Financial Information Strategy and Modernization of Comptrollership initiative. 


Audit Team 


Assistant Auditor General: Doug Timmins 
Directors: Bruce Sloan, William Bradshaw and Gordon Stock 


Brian Brisson 
Willy Guiriba 
Joyce Ku 
Christine Kelly 
Rod Newcombe 
Bill Reid 


For more information, please contact Bruce Sloan. 
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Background 

The Canadian International Development 
Agency (CIDA) is responsible for supporting 
sustainable development in developing 
countries. The Agency's six program priorities 
focus on developing basic human needs, 
women in development, infrastructure services, 
human rights, democracy and good 
governance, private sector development and the 
environment. 


CIDA’s budget in 1999-2000 was 
$1.8 billion. Expenditures are made in the form 
of grants, contributions and other transfer 
payments. These payments are made to 
Canadian and developing country institutions, 
provincial governments and their organizations 
and agencies, non-governmental organizations, 
and Canadian private sector firms, for specific 
development projects, programs and activities. 


CIDA operates in a complex and changing 
environment where its priorities are affected by 
unforeseen environmental events and the 
complexity of projects being delivered in 
underdeveloped countries. CIDA also operates 
in an environment where changing foreign policy 
directions and emergency situations require 
actions to be taken quickly. 


Over the past year, CIDA has undergone a 
significant number of changes. These include 
numerous organizational changes, new senior 
management appointments, and the 
implementation of new enterprise-wide systems. 
Each of these changes affects how CIDA does 
its business. In such a changing environment, it 
is essential that CIDA have the capabilities that 
support sound financial management practices. 


Scope of our work 

We focussed our work on the Human 
Resources and Corporate Services Branch, the 
Policy Branch, the Africa and the Middle East 
Branch of the Bilateral Program, the Asia 
Branch of the Bilateral Program, the Multilateral 
Programs Branch, and the Performance Review 
Branch. Our work was carried out at CIDA 
headquarters. 
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Summary assessment 

CIDA has substantially met the 
requirements of four of the eight key process 
areas of the Control Level of the Financial 
Management Capability Model. While the 
Agency has established many of the basic 
financial management capabilities, we found 
that there remains a gap between current 
expectations for financial management and the 
Agency's existing capabilities. We noted that the 
capabilities related to internal controls 
management, data management, planning and 
budgeting, and operations control need to be 
strengthened. 


We also noted that the Agency has a 
number of initiatives that are designed to 
develop the capabilities of the Information Level 
of the Model. These capabilities are generally 
those that departments will need in order to 
meet all of the objectives of the government's 
Financial Information Strategy and 
Modernization of Comptrollership initiative. 


Listed below are certain strengths that we 
noted during our audit. We have also described 
specific weaknesses related to the Control 
Level. 


Strengths 

Organization control environment. CIDA 
has clearly defined its mission and vision, and 
staff have a strong commitment and 
understanding of the Agency’s mandate and 
their role in the achievement of its mission. 
CIDA encourages consultation and has used 
surveys and other mechanisms for several 
years to obtain feedback from its employees 
and key stakeholders. 


Integrated financial management 
systems. CIDA is developing an integrated 
enterprise-wide system that is designed to 
reduce the number of systems and provide 
users with both financial and non-financial 
information. The Agency recently implemented 
several modules in its enterprise-wide system 
for financial, project, material and results-based 
management. Following the initial 
implementation of a new financial system on 


1 June 1999, CIDA reacted quickly to identify 
and correct data integrity problems. This 
enabled the Agency to have reliable financial 
information to monitor year-end budgets. 


Performance measurement. CIDA has 
implemented a results-based management 
system to collect results information primarily for 
reporting purposes. Senior management has 
demonstrated commitment to results-based 
management by developing policy, frameworks 
and tools, and by providing training and 
assigning staff to support operational managers 
at both the corporate and branch levels. 
Recently, the Agency released a tailored, 
results-based management module within its 
new enterprise-wide system to collect and track 
results information systematically across the 
Agency. 


Weaknesses 

Internal controls management. Although 
CIDA has numerous control mechanisms, there 
is no documented corporate internal control 
framework. There is limited ongoing monitoring 
to ensure that controls are effective and 
operating as designed. No performance 
measures are in place to monitor the 
effectiveness of the internal control framework, 
and limited independent review is conducted to 
ensure that controls meet the Agency's needs. 
Internal audit needs to strengthen its capacity to 
provide assurance on the adequacy of agency 
control systems. 


Data management. Although considerable 
effort was dedicated to the data reconciliation 
and clean-up exercise, there is a lack of 
processes to regularly monitor data integrity and 
ensure that it is maintained. Users find the new 
financial system cumbersome to use and difficult 
to obtain information from. While key contro! 
mechanisms for data management have not 
been fully developed, the responsibility for data 
management has been assigned to the newly 
created position of Chief Informatics Officer. 
Without the ability to provide high-quality data 
on a continuous basis, information generated for 
reporting and decision-making purposes will not 
be reliable or useful. 
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Planning and budgeting. We found that 
managers spend considerable time developing 
various plans throughout the year. CIDA has 
many planning processes for resource 
allocation and business planning that are 
independent. For example, development of 
branch strategic plans is independent of the 
resource allocation process. We found that 
none of these individual planning processes 
have been documented; nor has CIDA 
developed a corporate planning framework to 
provide a holistic view of how the various 
planning processes fit together. Branches have 
varied approaches to developing plans, and the 
content is considerably different. We also noted 
that CIDA has not been able to produce a 
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Canadian International Development Agency (continued) 


corporate strategic plan that communicates its 
corporate performance targets to staff. 


Operations control. We found that CIDA 
manages its financial budgets, but they are 
monitored in isolation of operational results. For 
instance, the project performance review 
process is not linked with the mid-year resource 
reallocation process. This weakens CIDA’s 
ability to analyze variances and their 
implications. Since the implementation of its 
new financial system, managers and finance do 
not have key monitoring reports, such as 
account aging reports and financial status 
reports to enable appropriate monitoring of 
resources. Manual records have been 


maintained to supplement this requirement. A 
process for monitoring and managing internal 
operations needs to be developed to ensure 
consistent and efficient practices in the event 
that key individuals leave. 


Department’s response: The Canadian 
International Development Agency (CIDA) is 
enhancing its financial management framework 
to better respond to the government's 
Modernization of Comptrollership initiative and 
Financial Information Strategy. The actions 
undertaken to date firmly demonstrate our 
commitment to achieving the stated objectives. 
Action plans are being developed to address 
the areas in need of improvement. 
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Background 


Environment Canada is responsible for the 
preservation and quality of the natural 
environment and renewable resources 
(including water, migratory birds and other 
non-domestic flora and fauna); carrying out 
meteorological services; enforcement of the 
rules of the Canada-U.S. International Joint 
Commission; and co-ordination of federal 
environmental policies and programs. 


The Department had a budget of 
approximately $548 million for 1999-2000, 
distributed over its four business lines: Clean 
Environment, Nature, Meteorological Service of 
Canada, and Management, Administration and 
Policy. 


Environment Canada has undergone 
significant changes in recent years. While the 
Department's basic mandate has not changed 
since it was established in 1971, the range and 
nature of the issues and challenges it faces 
have evolved considerably. 


Scope of our work 


We concentrated our efforts on the 
Meteorological Service of Canada and the 
Clean Environment business lines, and the 
Corporate Services Branch from the 
Management, Administration and Policy 
business line. Our audit included the 
departmental headquarters and the National 
Capital, Pacific and Yukon, and Ontario regions. 


Summary assessment 


Environment Canada has substantially met 
the requirements of four of the eight key process 
areas of the Control Level of the Financial 
Management Capability Model. While the 
Department has established some of the basic 
financial management capabilities, we found 
that a gap remains between current 
expectations for financial management and the 
Department's existing capabilities. We noted 
that capabilities related to internal controls 
management, data management, planning and 
budgeting, and operations control need to be 
strengthened. 


We also noted that the Department is at the 
initial stages of developing the capabilities of the 
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Information Level. These capabilities are 
generally those that departments will need to 
meet all of the objectives of the government's 
Financial Information Strategy and 
Modernization of Comptrollership initiative. 


Listed below are certain strengths that we 
noted during our audit. We have also described 
specific weaknesses related to the Control 
Level. 


Strengths 


Organization control environment. 
Environment Canada has developed and 
published its Management Framework, which 
describes its vision, mission, responsibilities, 
accountabilities and the results expected from its 
four business lines. 


Quality measurement. In critical 
operational areas, the Department has quality 
measurement processes that are mature and of 
a high standard. For example, at the Canadian 
Meteorological Centre the quality of the 
forecasting system is measured routinely and 
compared with that of other international 
weather centres. 


Weaknesses 


Internal controls management. Important 
components of internal control are in place but 
the Department does not have an overall 
internal control framework, an important vehicle 
for communicating managers’ responsibilities for 
internal control. In addition, there is no clearly 
established process for monitoring internal 
controls, and few performance measures are in 
place to monitor the effectiveness of internal 
controls. Formal processes are required to 
support the assurance on the operation of 
controls provided by senior managers in their 
letters of representation. We also noted that the 
Department does not comply with Treasury 
Board policies on asset management: the data 
capture of new assets is not up-to-date, and 
inventories are not performed to confirm asset 
records. Internal audit needs to strengthen its 
capacity to provide assurance on the adequacy 
of the departmental control systems. 


Data management. Although Environment 
Canada has some of the elements of data 
management, it has not effectively implemented 


its data management policy and no corporate 
mandate has been assigned to ensure the 
integrity of corporate data. The Department has 
a defined structure for financial data. Managers 
consider financial information to be accurate but 
not timely or easily accessible. In addition, 
managers claim that information from the asset 
system does not serve their needs. In many 
instances, program managers have developed 
their own local systems to track their operational 
information without corporate guidance on 
systems development practices. A corporate 
approach to data management for both financial 
and non-financial data will be required to 
establish a common systems architecture in the 
Department. 


Planning and budgeting. Environment 
Canada has some of the elements needed for 
this key process area. While the Management 
Framework used by the Department provides a 
business-line structure that supports the 
planning and budgeting process, Environment 
Canada has not fully documented how the 
various financial and operational planning 
processes are integrated. The Department has 
not developed standardized corporate tools to 
support consistent workplanning, and managers 
do not use the same terminology in their 
preparation. In addition, managers are not 
consistently required to establish even basic 
output measures of expected performance 
unless the unit is in its start-up phase. Corporate 
systems need to be developed or improved to 
provide greater consistency to the planning 
process and a mechanism for the aggregation of 
information on all activities. 


Environment Canada has not prepared a 
Long-Term Capital Plan since 1990, although 
one is required by the Treasury Board every five 
years. To compound this problem, asset records 
are not up-to-date and inventories of these 
assets have not been performed, as required by 
Treasury Board regulations. As part of Program 
Review, and to meet other requirements to 
reduce expenditures, the Department chose to 
reduce its capital budget from $80 million to 
$24 million. Environment Canada recognizes 
that it faces a significant rust-out problem, and 
managers believe that they do not have 
sufficient funds to replace deteriorating assets 
on a life-cycle basis. 
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Environment Canada (continued) 


Operations control. We noted that the 
Department exercises strong commitment 
control. A primary concern, however, is that 
managers do not have the information, relating 
financial and non-financial measures, that they 
need to make decisions. To compensate for 
weaknesses in corporate financial systems, 
individual managers have developed their own 
workplanning and monitoring processes and 
often keep a duplicate system to track 
operations and expenditures. Problems arise in 
the aggregation of information from these 
unique systems, resulting in a gap in 
management information and a risk that the 


Department may not make optimum use of its 
resources. Mid-level managers expressed 
concern that appropriate information is not 
available to them. 


Department’s response: Environment 
Canada is moving forward with the 
implementation of its Modern Management 
Agenda, which addresses issues of capacity 
building and renewal of the financial 
management functions in the Department. A 
detailed implementation plan is being prepared 
and will be presented to Environment Canada 
senior management in fall 2000. In addition, 


substantial progress has been made in the last 
few years with the implementation of a new 
financial system, the establishment of a detailed 
implementation plan for the Financial 
Information Strategy, and the development of a 
Management Information Blueprint. These 
initiatives will support improvements in 
performance information, risk management and 
strengthened control systems as well as lay the 
foundations to enable the Department to 
systematically capture and use financial, human 
resources and performance information at the 
corporate and business line levels. 
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Background 


Fisheries and Oceans is responsible for 
developing policies and programs in support of 
Canada’s economic, ecological and scientific 
interests in oceans and freshwater fish habitat; 
conserving Canada’s fisheries resources in 
marine and inland waters and promoting their 
sustainable use; and providing safe, effective 
and environmentally sound marine services 
responsive to the needs of Canadians in a 
global economy. 


Fisheries and Oceans spends more than 
$1.4 billion annually. The largest part of these 
expenditures relates to the Canadian Coast 
Guard activities. The Coast Guard's activities 
include Marine Navigation Services; Marine 
Communications and Traffic Services; 
Icebreaking Operations; and Rescue, Safety 
and Environmental Response. As well, the 
Coast Guard operates a fleet of vessels in 
support of the Department's other primary 
business lines: Fisheries and Oceans Science, 
Habitat Management and Environmental 
Science, Hydrography, Fisheries Management 
and Harbours. 


Our findings should be viewed in the 
context of the major changes that the 
Department has undergone in the past few 
years. In 1995-96, as part of the government's 
Program Review exercise, Fisheries and 
Oceans almost doubled in size with its merger 
with the Canadian Coast Guard, transferred 
from Transport Canada. 


Within the last four years, the Department 
has introduced new financial and human 
resource information systems. It continues to 
deal with government-wide issues such as the 
Universal Classification System, the Financial 
Information Strategy and the Modernization of 
Comptrollership initiative. Finally, during this 
period, there has been a high turnover in senior 
management. When combined, these factors 
have limited the Department's ability to solidify 
its financial management foundation and move 
forward with confidence. However, the 
Department is making progress and has several 
projects under way that are designed to further 
improve its financial management capability. 


Scope of our work 


In examining Fisheries and Oceans, we 
concentrated our efforts on four business lines: 
Fisheries Management; Hydrography; 
Harbours; and Rescue, Safety and 
Environmental Response. The audit included 
the Newfoundland and Pacific regions and 
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departmental headquarters. Our Office is 
currently completing a separate audit of the 
Coast Guard's fleet management. Financial 
management issues as they pertain to the fleet 
will be included in our December 2000 Report. 


Summary assessment 


Fisheries and Oceans has substantially met 
the requirements of five of the eight key process 
areas of the Control Level of the Financial 
Management Capability Model. While the 
Department has established many of the basic 
financial management capabilities, we found 
that a gap remains between current 
expectations for financial management and the 
Department's existing capabilities. We noted 
that the capabilities related to internal controls 
management, data management, and planning 
and budgeting need to be strengthened. 


We also noted that the Department has a 
number of initiatives that are designed to 
develop the capabilities of the Information Level 
of the Model. Capabilities at this level are 
generally those that departments will need to 
meet all of the objectives of the government's 
Financial Information Strategy and 
Modernization of Comptrollership initiative. 


Listed below are certain strengths that we 
noted during our audit. We have also described 
specific weaknesses related to the Control 
Level. 


Strengths 


Organization control environment. 
Fisheries and Oceans has developed and 
instituted a strategic plan, and vision and 
mission statements that are well known and 
communicated to all employees throughout the 
Department. During the past year, drafts of 
these documents have been used for the first 
time to guide the planning and budgeting 
process. The departmental structure is well 
defined and documented. 


Financial management environment. 
Fisheries and Oceans has implemented a 
comprehensive financial management training 
and reference tool to disseminate accounting 
policies, procedures and common forms on a 
Department-wide basis. “Finance and 
Administration 101” on the Department's 
Intranet serves as both a training module and 
reference source. The tool is designed to 
reduce errors and help in applying financial and 
administrative practices consistently in all 
regions and program areas. 


Weaknesses 


Internal controls management. Although 
the Department has developed an internal 
control framework, it has neither communicated 
the framework throughout the Department nor 
ensured that controls are operating effectively. 
No performance measures are in place to 
monitor the effectiveness of the framework, and 
limited independent review is conducted to 
ensure that controls meet the Department's 
needs. Internal audit needs to strengthen its 
capacity to provide assurance on the adequacy 
of departmental control systems. 


Data management. While individual 
transactions are usually correct (for example, 
cheque amounts have been calculated 
correctly), the allocation and distribution of 
expenditures are neither accurate nor timely. As 
a result, program managers do not believe that 
they have the financial information they need to 
manage their programs. Many of the 
Department's information systems rely on 
program areas to input source data. In certain 
cases, the data are not being accurately input 
ona timely basis. Two consequences of this are 
decreased efficiency and an inability to 
aggregate information at a departmental level. 
To compensate for these weaknesses in 
financial data, many departmental managers 
maintain separate books and records. 


Planning and budgeting. The 
Department has recently developed a long-term 
capital plan and an inventory of its real property 
assets; these two initiatives were overdue. 
However, the Department has yet to establish 
the optinum complement of assets that will be 
needed to deliver its programs economically 
and effectively. 


Department’s response: Fisheries and 
Oceans agrees with many of the observations in 
this chapter. The Department has substantially 
met the requirements of five of the eight key 
process areas, but acknowledges that work 
remains to be done in the remaining areas, 
particularly if such key priority initiatives as 
Results for Canadians, the Financial Information 
Strategy and the Modernization of 
Comptrollership initiative are to be successfully 
implemented. The Financial Management 
Capability Model is a framework for 
strengthening financial management through 
many small, evolutionary steps. While a fully 
mature financial management regime cannot be 
achieved overnight, Fisheries and Oceans is 
committed to finding the ways and means to 
continually improve its key process areas. 
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Background 


Health Canada’s mission is to help the 
people of Canada maintain and improve their 
health. Its mandate covers three broad areas — 
national health policy and systems, including 
health care; health promotion and protection, 
including prevention of disease, illness and 
injury; and First Nations and Inuit health. 


Health Canada’s planned spending for 
fiscal year 1999-2000 was about $2 billion. 
These expenditures were made to support 
Health Canada’s primary business lines: 
Management of Risks to Health; Promotion of 
Population Health; Aboriginal Health; Health 
System Support and Renewal; Health Policy, 
Planning and Information; and Corporate 
Services. 


Within the last four years, Health Canada 
has had to deal with government-wide initiatives 
such as Year 2000 readiness, the Universal 
Classification System, the Financial Information 
Strategy and Modernization of Comptrollership. 
As well, the pressures on Canada’s health care 
system have increased in recent years. 


During our audit, Health Canada 
implemented a new financial system as part of 
its Year 2000 readiness and to strengthen its 
financial management capabilities. 


Scope of our work 


We focussed our work on the following 
areas of the Department: Corporate Services 
Branch; Medical Services Branch; Health 
Protection Branch; and Information, Analysis 
and Connectivity Branch. The audit included 
departmental headquarters and the Central 
Region. 


Summary assessment 


Health Canada has substantially met the 
requirements of three of the eight key process 
areas of the Control Level of the Financial 
Management Capability Model. While the 
Department has established many of the basic 
financial management capabilities, we found 
that a gap remains between current 
expectations for financial management and the 
Department's existing capabilities. We noted 
that the capabilities related to internal controls 
management, data management, general 
accounting, planning and budgeting, and 
operations control need to be strengthened. 


We also noted that the Department has a 
number of initiatives that are designed to 
develop the capabilities of the Information Level 
of the Model. These capabilities are generally 
those that departments will need in order to 
meet all of the objectives of the government's 
Financial Information Strategy and 
Modernization of Comptrollership initiative. 


Listed below are certain strengths that we 
noted during our audit. We have also described 
specific weaknesses related to the Control 
Level. 


Strengths 


Organization control environment. 
Health Canada has a clearly defined mission 
and vision. Staff have a strong commitment and 
understanding of the Department's mandate 
and their role in achieving the mission. 


Financial management environment. 
Health Canada has developed a Policy Centre 
on its Intranet to disseminate accounting 
policies and procedures on a Department-wide 
basis. This access to the Department's policies 
serves as a reference source and is designed to 
reduce errors and to help ensure that financial 
and administrative practices are applied 
consistently in all regions and program areas. 


Weaknesses 


Internal controls management. Although 
important components of internal control are in 
place in Health Canada, a departmental control 
framework is neither firmly established nor well 
documented. Strengthened monitoring by 
management of the effectiveness of the control 
framework, including reporting against 
performance measures, is needed to ensure 
that the controls are effective and operating as 
designed. Internal audit needs to strengthen its 
capacity to provide assurance on the adequacy 
of the departmental control systems. 


Data management. We noted the lack of 
accuracy and timeliness of financial data 
(e.g. salary data) recorded in the Department's 
previous financial systems. As a result, many 
program managers do not believe that they 
have the financial information they need to 
manage their programs. During the audit, the 
Department introduced a new financial system 
that is designed to strengthen the accuracy and 
timeliness of financial data. In the early stages 
of its implementation, we noted that users found 
the new system cumbersome to use and difficult 
to obtain information from. Additional effort is 
needed to train system users, and to ensure 
that they understand the operation and 
capabilities of financial systems and their 
responsibilities to record and monitor 
transactions in a timely fashion. The 
Department also needs to address the 
remaining system problems that affect the 
accuracy of some salary data. 


General accounting. We noted that 
Health Canada has not been able to reconcile 
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either its new financial system or its previous 
system to the Receiver General's central 
accounting system. Such a reconciliation is an 
important step for verifying and ensuring the 
integrity of the financial data in departmental 
systems. The consequences of this weakness 
include non-compliance with Receiver General 
directives and an inability for the past two years 
to complete the Public Accounts reporting 
requirements on time. 


Planning and budgeting. Formal and 
systematic planning and budgeting practices 
are carried out at the corporate level to support 
the appropriation process. However, we noted 
that at the branch and directorate levels there is 
no up-to-date operational planning framework in 
place; as a result, planning is generally not 
performed in a consistent manner across the 
organization. The Department needs to update 
its departmental planning processes to facilitate 
the integration of the various planning 
mechanisms currently being used. 


Operations control. A primary concern is 
that many managers do not have the 
information, relating financial with non-financial 
measures, that they need to manage and 
monitor their programs. To compensate for 
weaknesses in corporate financial systems, 
many individual managers have developed their 
own duplicate systems to track operations and 
expenditures. A consequence of this is 
decreased efficiency and the inability to 
aggregate information at a corporate level. 


Department’s response: Effective 

1 April 1999, Health Canada successfully 
implemented a new financial system with vastly 
improved capabilities. Fully utilizing all the 
capabilities of the new system will take time and 
a sustained investment in training. To date, over 
2,500 employees have been trained. Many of 
the concerns expressed in the case study are 
consistent with what has been addressed or is 
being addressed as part of a financial 
management improvement plan. Health 
Canada has placed a high priority on 
strengthening its financial management 
capabilities; this is indicated by its investment in 
a new financial system, the effort in employing 
more qualified staff, the plan to implement the 
Financial Information Strategy, the steps being 
taken to strengthen the internal audit capacity, 
and its expectations for sound management 
practices embodied in the concepts of modern 
comptrollership and reflected in the 
Department's financial management 
improvement plan. 
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Background 

Transport Canada is responsible for most 
of the transportation policies, programs and 
goals set by the government to ensure the 
safety, efficiency and accessibility of the national 
transportation system. 


Transport Canada’s planned net program 
spending for the fiscal year 1999-2000 was 
$901 million. These expenditures are aimed at 
providing the best possible transportation for 
Canada and Canadians and supporting the 
Department's primary business lines: Safety 
and Security, Programs and Divestiture, Policy, 
and Departmental Administration. 


Scope of our work 

We examined the Department's four 
business lines and conducted our work in the 
Ontario region and at departmental 
headquarters in Ottawa. 


Summary assessment 

Transport Canada has substantially met 
the requirements of seven of the eight key 
process areas of the Control Level of the 
Financial Management Capability Model. While 
the Department has established most of the 
basic financial management capabilities, we 
found that a gap remains between current 
expectations for financial management and the 
Department's existing capabilities. We noted 
that capabilities related to internal controls 
management need to be strengthened to 
provide assurance to senior management that 
the control framework is working as intended. 


We also noted that the Department is at 
the initial stages of developing the capabilities of 
the Information Level. These capabilities are 
generally those that departments will need to 
meet all of the objectives of the government's 
Financial Information Strategy and 
Modernization of Comptrollership initiative. 


Various organizational units in the 
Department perform elements of risk 
management, quality measurement and cost 


management. However, these capabilities are 
not undertaken within the context of 
departmental frameworks that are designed to 
provide a consistent approach across the 
organization. 


Listed below are certain strengths that we 
noted during our audit. We have also illustrated 
a specific weakness related to the Control 
Level. 


Strengths 

Organization control environment. 
Transport Canada has a well-defined and 
documented organizational structure, and staff 
demonstrate a thorough understanding and 
awareness of departmental vision, mission and 
values at both departmental and branch levels. 


General accounting. Transport Canada is 
moving toward implementation of the accrual 
accounting component of the Financial 
Information Strategy on 1 April 2001. The 
Department introduced an accrual-based 
accounting environment with the 
implementation of its IDFS financial system. 
While the accrual system works well, the 
Department expends significant effort and 
resources to reconcile differences between its 
accrual systems and the cash basis of 
accounting that is required for reporting to 
Parliament. Implementation of accrual 
appropriations would alleviate this task. 


Risk management. Transport Canada 
has introduced risk management practices 
within significant operational activities. These 
practices are having an impact on critical 
decisions within the Department and are 
furthering efforts to optimize allocation of 
resources and improve safety. Although the 
Department does not yet have a 
Department-wide risk management framework, 
it expects that it will soon finalize such a 
framework. 


Performance measurement. Transport 
Canada has recently instituted a corporate 


performance measurement framework that 
identifies specific outcomes and relates them to 
corporate objectives. These measures are 
tracked and monitored on a continuing basis. 


Weakness 

Internal controls management. 
Important components of internal controls are in 
place. We noted that management needs to 
increase monitoring of the control framework’s 
effectiveness and strengthen the internal audit 
function. Internal audit provides limited 
assurance to senior management that the 
control framework is working as intended. 


Department's response: Transport Canada is 
pleased that the Office of the Auditor General 
recognizes the Department's strengths with 
respect to its financial management capabilities. 
As part of good management practice, the 
Department has a number of ongoing 
processes and initiatives to support 
management decision making. Following the 
divestiture of many of its operations, Transport 
Canada has taken steps to strengthen its 
internal audit capacity. For example, previous 
and current internal audits examine matters 
such as financial and administrative processes 
and practices, grants and contributions, and 
lease agreements. 


Transport Canada is committed to sound 
financial management. The audit confirms our 
understanding of areas where improvements 
may be made, and provides guidance on where 
the Department may focus its future efforts. The 
audit observations will be taken into 
consideration as part of Transport Canada’s 
Comptrollership Modernization Initiative. The 
Department will also continue to strengthen its 
internal audit function to better monitor and 
provide assurance on the Department's 
financial, administrative and management 
controls. For example, Transport Canada is 
developing a comprehensive, risk-based audit 
program to assess expenditure items and 
agreements. This audit program will include 
periodic audits of Transport Canada’s 
expenditures, contracts, third-party agreements, 
and administrative and management practices. 
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Canadian International 
Development Agency 


Managing Contracts and 
Contribution Agreements 


The audit work reported in this chapter was conducted in accordance with the legislative 


mandate, policies and practices of the Office of the Auditor General. These policies and 
practices embrace the standards recommended by the Canadian Institute of Chartered 


Accountants. The numbered paragraphs in bold face represent recommendations. 
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Main Points 


14.1 In CIDA’s Geographic programs, contracts and contribution agreements with Canadian executing 
agencies are used to implement development projects. Where CIDA used a competitive process for selecting 
executing agencies, with some exceptions the process was properly conducted. However, we observed instances 
where contracts did not comply with the Treasury Board Contracting Policy or the Government Contracts 
Regulations. 


14.2 An authority framework, similar to that for the contracting process, is not in place for CIDA’s 
contribution agreements. The terms and conditions for grants and contributions related to the Geographic 
programs are very general and provide no direction on how and when to use contribution agreements. They 
include a provision that contributions are to be approved in accordance with regular departmental procedures and 
authorities; however, exceptions can be dealt with internally by CIDA. Consequently, CIDA’s use of contribution 
agreements to select executing agencies often varied from its stated internal policies or practices. CIDA can select 
executing agencies by means of contribution agreements, which are, in effect, the same as sole-source contracts 
that would not be permitted under Government Contracts Regulations. This was the case in about half of the 
contribution agreements we examined. 


14.3 CIDA project officers attach considerable importance to monitoring the agreements under their 
responsibility. They commonly use monitors under contract to review and report on progress, and they insist on 
receiving reports from Canadian executing agencies as required. 


14.4 For the Voluntary Sector program, the Canadian Partnership Branch obtains reasonable information on 
the financial health of its Canada-based partners. However, limited information is received on projects that were 
funded, on the amounts spent on them, and on results obtained. CIDA bases its funding primarily on historical 
levels rather than on partners’ performance. More meaningful and accurate information on the Canadian 
Partnership Branch is needed in CIDA’s Performance Report to Parliament. 


Background and other observations 


14.5 CIDA is responsible for managing about $1.8 billion of Canada’s international assistance. Approximately 
$700 million of that amount goes to Geographic Branches for programs aimed at countries in Asia, Africa and 
Latin America. Most of this amount is spent through contracts and contribution agreements with third parties, 
referred to as executing agencies, to deliver development assistance projects. Another $260 million goes to the 
Canadian Partnership Branch for grants and contributions to organizations to carry out their own aid programs. 


14.6 In 1998, our Office published a report that commented on results-based management related to 
Geographic programs. We concluded that progress in managing for results was evident but uneven. 


14.7 This audit focussed on how CIDA’s Geographic Branches manage contracting and other types of 
agreements for goods and services, including the selection of Canadian executing agencies to deliver projects. It 
also examined the control framework for agreements in the Canadian Partnership Branch’s Voluntary Sector 
program. The audit aimed to assess whether CIDA’s contracting/contribution agreement processes respect 
Government Contracts Regulations, Treasury Board guidelines and its own policies; whether they are fair and 
transparent; and whether they meet operational requirements and development needs. 
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The Agency’s responses to our recommendations are included in this chapter. The Agency accepts the 
recommendations and indicates the actions that it is taking or intends to take to address them. 
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Introduction 


CIDA uses contracts, contribution 
agreements and grants to deliver its 
development assistance 


14.8 Nearly all of CIDA’s budget for 
1999-2000 ($1.7 billion or about 

93 percent) is allocated to development 
assistance programs. The planned 
spending by program for this period is 
shown in Exhibit 14.1. Operating and 
capital expenditures of $131 million 
(about seven percent) make up the rest of 
the budget. CIDA’s program expenditures 
of $1.7 billion are made in the form of 
grants, contributions and other transfer 
payments. These payments are made to 
Canadian and developing country 
institutions, provincial governments and 
their organizations and agencies, and 
Canadian private-sector firms, for specific 
development projects, programs and 
activities. Exhibit 14.2 shows the 
distribution of agreements by dollar value 
in the Geographic Branches, excluding 
food aid. 


14.9 The Geographic Branches carry 
out Geographic programs, also referred to 
as bilateral or country-to-country 
programs; these programs account for 
about 40 percent of CIDA’ s program 
expenditures. The Geographic Branches 
also carry out development co-operation 
initiatives, mostly through Canadian 


Countries in Transition 
$90.4 million (5.5%) 


Canadian Partnership 
$259.4 million (15.6%) 


TOTAL = $1,658.1 million 
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executing agencies, directly with countries 
eligible for Canadian aid. The projects 
aim to reflect both the needs of 
developing countries and Canada’s ability 
to meet those needs. 


14.10 CIDA’ s Canadian Partnership 
Branch promotes partnerships between 
developing countries and organizations 
based in Canada and internationally, to 
support sustainable development and 
reduce poverty in the developing world. 
The Branch provides grants and 
contributions to support partner 
organizations that are responsible for the 
design, planning and implementation of 
the development programs and projects. 


Focus of the audit 


14.11 The objectives of our audit were 
to assess whether CIDA’s 
contracting/contribution processes: 


* respect Government Contracts 
Regulations, Treasury Board guidelines 
and its own policies; 


* are fair and transparent; and 


* meet operational requirements and 
development needs. 


14.12 The audit focussed on how 
CIDA’s Geographic Branches manage 
contracting and other types of agreements 
for goods and services, including the 
selection of Canadian executing agencies 
to deliver projects. 


Exhibit 14.1 
Geographic Programs 
$671.1 million (40.5%) CIDA’s Program Budget 


for 1999-2000 


Multilateral Programs 
$637.2 million (38.4%) 


Source: CIDA 
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The awarding of 
contracts for both aid 
and corporate services 
is subject to 
Government Contracts 
Regulations (GCRs) 
and Treasury Board 
Contracting Policy. 
CIDA’s contribution 
agreements are not 


14.13. The audit also examined the 
control framework for program funding 
agreements in the Voluntary Sector 
program of the Canadian Partnership 
Branch. This program supports programs 
and projects planned, designed and 
implemented by the voluntary sector. 


14.14 Sampling plan. In the 
Geographic Branches, agreements with a 
value of over $100,000 account for over 
90 percent of the total value of all 
agreements. We selected a random sample 
of 33 agreements over $100,000, with a 
total value of $214 million, in six chosen 
countries in the three-year period 1996-97 
to 1998-99. The selection of countries 
reflected the dollar importance of each 
region and our discussions with CIDA. 
The six countries chosen were Peru, 
China, India, Cameroon, Egypt and Mali. 
The sample included six agreements over 
$10 million and three food aid contracts. 
In order to ensure the currency of our 


Policy. CIDA’s contribution agreements 
are not subject to the GCRs and are 
governed by the terms and conditions for 
grants and contributions related to the 
Geographic programs approved in March 
1996, and by the terms and conditions for 
the Canadian Partnership Branch approved 
in March 1995. 


14.16 The Geographic Branches’ 
Geographic Programs Roadmap sets out 
the monetary approval authority limits for 
both contracts and contribution 
agreements. The level of approval 
required for a project depends on its dollar 
value. Projects between $500,000 and 

$5 million require approval by a 
vice-president; projects between 

$5 million and $15 million need the 
Minister’s approval; and projects over 
$15 million must be approved by the 
Treasury Board. Partnership grants and 
contributions are based on cost sharing 
with partners. The limits for partnership 
agreements are $5 million per year up to 


subject to the GCRs. findings, we also chose a small random ne! : : 
sample of eight projects from the $15 million under multi-year funding 
1999-2000 year for a file review. In agreements. 
addition, we selected a random sample of ; 
seven partnership agreements, with at CIDA’s policy framework for contracts 
six countries. Further details on the audit © Geographic Branches 
are in About the Audit at the end of the 14.17 Policies in effect before 1997 
chapter. relating to competitive contracts. Prior 
to 1997, there were two phases to the 
Policy Framework competitive contracting process. The first 
phase involved an invitation to prequalify. 
CIDA authorities for contracts and CIDA put its request on the open bidding 
simple, short proposals that allowed CIDA 
14.15 The awarding of contracts for to identify those who met the 
both aid and corporate services is subject requirements. The proposals were to 
to Government Contracts Regulations include the bidder’s experience and 
(GCRs) and Treasury Board Contracting achievements, key personnel, and 
ibit 14. eographic Branches Agreements Over & y Dollar Value 
Exhibit 14.2 G h hes Ag Over $100,000 by Dollar Val 
Spending by Type of Agreement Type of Agreement 1996-1997 | 1997-1998 | 1998-1999 | 1999-2000 
ener eal aa Contracts 48% 45% 54% 43% 
Contributions 45% 40% 37% 45% 
Source: CIDA Inter-governmental 7% 15% 9% 12% 
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management/financial capability. There 
was no costing done at this phase of the 
process. CIDA then established a review 
committee to evaluate the proposals and 
retain those that met the standards. The 
committee submitted the list to the 
Minister, who selected three to 

five candidates for prequalification. 


14.18 In the next phase of the process, 
the prequalified candidates were requested 
to submit detailed proposals. These 
proposals included a detailed costing and 
total bid price. The bid evaluation team 
examined the bids and prepared an 
evaluation report. An Evaluation Review 
Board reviewed the report and made a 
final recommendation to the Minister. 
Following this process, CIDA negotiated 
the contract terms and final amount with 
the successful bidder. 


14.19 Policies and practices prior to 
1997 relating to contribution 
agreements. Prior to 1997, CIDA’s policy 
called for the use of contribution 
agreements for “country focus” projects 
delivered by not-for-profit organizations. 
One of the distinctive features of the 
country focus approach was that in most 
cases it was to be used for projects that 
were initiated, developed and approved by 
the not-for-profit organization 
implementing them. The not-for-profit 
organization was not hired to implement a 
project for CIDA but received support for 
a project of its own. 


14.20 By 1996, it had become common 
practice for CIDA, when engaging a 
Canadian executing agency for a project, 
to use contribution agreements whenever 
dealing with not-for-profit organizations, 
even for CIDA-initiated projects. There 
was no requirement that contribution 
agreements be tendered competitively and 
they could provide for reimbursements of 
up to 100 percent of costs. Once awarded, 
contribution agreements are managed by 
CIDA in much the same way as contracts. 
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14.21 Changes as of 1997. On 

10 December 1996, CIDA’s Minister 
announced the implementation of an Open 
Competition Pilot Project for all 
agreements over $100,000 in the 
Geographic Branches. This initiative was 
designed to allow both for-profit and 
not-for-profit organizations equal access 
to service contracts over $100,000 as well 
as to the Bilateral Responsive Mechanism 
for unsolicited proposals. This meant that 
not-for-profit organizations could compete 
for service contracts and that for-profit 
organizations could enter into contribution 
agreements with CIDA. The Agency 
emphasized that a competitive contracting 
environment is to be the chief mechanism 
for delivering the assistance program. 
Under this initiative, contribution 
agreements would be used for unsolicited 
proposals through the Bilateral 
Responsive Mechanism, which does not 
require agreements to be open to 
competition. 


14.22 CIDA issued guidance on the 
awarding of contribution agreements for 
unsolicited proposals. The guidance 
makes clear that, under the Bilateral 
Responsive Mechanism, contribution 
agreements are to be used as a vehicle for 
engaging Canadian executing agencies 
only when the project was initiated by the 
proposing entity. The guidance states that 
in order to help differentiate sole-source 
“responsive” projects from “directed” 
projects, it is important that responsive 
projects: 


- be unsolicited proposals from 
eligible development partners; 


- be implemented under a contribution 
agreement between the implementing 
organization and CIDA; and 


* require that project approval and the 
selection of the implementing 
organization be inseparable. 


14.23. Once CIDA decides that a project 
qualifies as responsive, it can then 
determine whether and to what extent it 


and Contribution Agreements 


Under the country 
focus approach, in 
most cases 
contribution 
agreements were to be 
used for projects that 
were initiated, 
developed and 
approved by the 
not-for-profit 
organization 
implementing them. 


As of 1997, 
not-for-profit 
organizations could 
compete for service 
contracts, and 
for-profit organizations 
could enter into 
contribution 
agreements with CIDA. 
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wishes to contribute toward furtherance of 
the project. No profit is allowed to the 
project proponent. 


14.24 For competitive contracts, the 
prequalification phase of the selection 
process was discontinued. 


14.25 In December 1997, CIDA 
incorporated these changes into its 
Geographic Programs Roadmap, which 
provides the policy and regulatory context 
for the conduct of the Bilateral Aid 
Program. In November 1999, CIDA issued 
a draft Contracting Guide for Managers in 
CIDA. The final version of the Guide was 
issued officially in May 2000. This guide 
contains CIDA’s key contracting policies 
and reinforces the direction taken by the 
Open Competition Pilot Project toward 
increasing competition. 


CIDA’s policy framework for grant and 
contribution agreements in the 
Canadian Partnership Branch 


14.26 The 1998-2001 Branch Plan of 
the Canadian Partnership Branch (CPB) 
outlines the policy framework within 
which the Branch operates. Key features 
of this framework are the following: 


¢ Responsiveness. CPB’s Canadian 
partners are responsible for the planning 
and implementation of their own policies, 
programs and projects in collaboration 
with their developing country partners. 
Responsibility for and “ownership” of the 
programs and projects supported through 
CPB belong to the Canadian or 
international partner and its partner 
overseas. These programs and projects are 
not CIDA programs or projects. 


¢ Cost-sharing. All Canadian and 
developing country partner organizations 
are required to contribute resources to 
their development initiatives. 


* Focus at the institutional level. The 
Canadian Partnership Branch ensures the 
eligibility of the organizations receiving 
support and assesses the extent to which 
their programs reflect CIDA’s 
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programming priorities and objectives. 
The Branch is also accountable for 
assessing the financial, managerial and 
technical capabilities of partner 
organizations, and for verifying the results 
achieved. 


Observations and 
Recommendations 


Planning and Design 


Contract plans were incomplete 


14.27. Under CIDA policy, a contract 
plan must be prepared early in the project 
design stage. This plan sets the stage for 
all contracts or other arrangements needed 
to support the project. Among other items, 
the plan is to identify the selection method 
(competitive or non-competitive) and the 
type of executing agency (not-for-profit, 
private sector or other). We found that of 
the 12 non-competitive agreements that 
we examined where a contract plan was 
required, 8 did not address either the 
selection method or the type of executing 
agency to be used. 


Unclear or unrealistic expectations 
affect contract performance 


14.28 CIDA’s Policy Statement on 
Results-Based Management specifically 
calls for “defining realistic expected 
results, based on appropriate analyses.” 
We found that 15 of the 33 agreements in 
our sample had unrealistic or unclear 
expectations of what was to be achieved. 
In all but one case, the projects had 
dropped one or more of the major 
expected results or were significantly 
behind schedule. In the one case, the 
project team redefined an unclear 
objective and created clearer expectations, 
which were being met. In the other cases 
where the projects were behind schedule, 
we found no sound analysis (for example, 
critical path) of how the time could be 
made up (see Exhibit 14.3). 


14.29 For the contracts in our sample, 
the project approval documents, the 
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statements of work and the requests for 
proposal were consistent with each other. 
The statements of work were generally 
clear enough to permit CIDA to include in 
contracts the outputs that Canadian 
executing agencies were expected to 
deliver, and to enable CIDA to monitor 
project progress, notwithstanding whether 
these expected outputs were realistic. 


14.30 One of the perceived advantages 
of tendering contracts for competition is 
that the process should lead to a tighter 
and better-understood description of the 
job to be carried out. We looked for 
reasons why so many contracts let 
competitively still had unrealistic 
expectations of results. We believe the 
main reasons are the following: 


¢ Many projects are planned in 
considerable detail by CIDA staff, using 
outside consultants to assess feasibility. 
The consultants who assess the feasibility 
do not generally bid on the contract, and 
the time frames between the feasibility 
assessment and contract implementation 
can be measured in years. Competition for 
funding encourages CIDA staff, 
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consultants and developing country 
officials to present anticipated project 
results as optimistically as possible, even 
if experience suggests that more modest 
expectations would be realistic. 


+ Bidders are required to bid on the 
project as described in the request for 
proposal. They are given points in the 
evaluation for their understanding of the 
project. During our audit, bidders told us 
that they could not consider making a bid 
that would indicate that project 
expectations are unrealistic, as they would 
then stand no chance of winning. 


* CIDA’s evaluation teams for 
tendered bids generally include the project 
team leader, who is the officer proposing 
the project and who has usually directed 
the design phase, and one or more 
technical specialists who understand the 
subject area. A contracting officer assists 
the team to ensure compliance with 
contracting policy. The evaluation team 
focusses on selecting the bidder with the 
best approach and experience, rather than 
on questioning whether the expected 
results are realistic. 


Exhibit 14.3 


A marble cutting saw in a small Egyptian 
firm. CIDA is helping with the purchase 
of a water purifier for this operation. 


Pe ee An $18 million project in Egypt was to set up a fund 


for small businesses to improve their environmental 
compliance with Egyptian law. CIDA expected that 
Egyptian small businesses would be eager to invest in 
projects of about $250,000 to comply with the law. 
This proved to be unrealistic, as the Egyptian 
government did not move as vigorously to enforce its 
environmental legislation as CIDA had assumed it 
would. The Canadian executing agency spent 
considerable effort to find three businesses willing to 
participate. At the time of our audit, the dollar value 
of the projects identified averaged $107,000. The 
portion paid from project funds averaged $32,000. 


It took two years rather than one year to develop an 
inception report including an operational plan. The 


original plan had called for the pilot phase to last 12 months after the preparation of the inception 
report. When it was developed, the inception report planned to make up for lost time by reducing 
the pilot phase to between seven and nine months. At the time of our visit to the project, the 

nine months for the pilot phase had expired but the pilot projects had not begun. The pilot phase 
was crucial to validating the approach that had been developed and to working out the details of 
implementation. However, the Canadian executing agency was planning to meet deadlines by 


proceeding with implementation without the benefit of the results of the pilot. 


Project With Unrealistic 
Expectations Falls Behind 
Schedule 
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Demonstration by a worker 
in a small metalwork 
industry. A CIDA project is 
providing counselling 
support to small and 
medium-size firms in one 
region in Egypt (see 
paragraph 14.32). 


14.31 As part of the project approval 
process, CIDA should review more 
rigorously whether the expected results 
that have been established for projects 
are realistic. 


Agency’s response: CIDA will place 
greater emphasis, as part of the project 
approval process, on ensuring that the 
established expected results for projects 
are realistic. 


Provisions for sustainability need to be 
built into agreements more consistently 


14.32 In our 1993 chapter on Bilateral 
(Geographic) Programs, we outlined 
certain conditions for sustainability of 
benefits. CIDA incorporated this thinking 
into its results-based management 
framework (which we published in our 
1996 follow-up chapter) by setting out 
four conditions for ensuring the 
sustainability of benefits: 


* Stakeholders take charge of project 
activities. 


¢ There is commitment of sufficient 
financial resources to maintain project 
benefits, where applicable. 
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« Institutional capacity and ongoing 
relevance are adequate to maintain project 
benefits. 


¢ The national and international 
environments are conducive to 
maintaining project benefits. 


14.33 During the audit, we examined 
contracts and contribution agreements 
with Canadian executing agencies to 
determine if they included any provision 
relating to conditions that would make 
sustainability of benefits more likely. 
There were 25 agreements where 
provisions relating to sustainability could 
have been considered. Of these 
agreements, 12 called for one or more of 
the conditions for sustainability to be 
addressed, while the other 13 did not. The 
following two cases provide examples; the 
first addressed sustainability and the 
second did not. 


14.34 An $18 million contract for an 
environment development project in 
Egypt required the Canadian executing 
agency to spend the last two years of the 
project putting in place a transition 
strategy to turn over management and 
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administrative responsibilities to local registry is a public record of 
organizations. documentation related to any 
environmental assessments conducted for 
the projects. Neglecting to file the 
required documents in the public registry 
denies the public its legislated right to 
participate in the environmental 
assessment process. 


14.39 An internal audit found that only 
about five percent of new CIDA initiatives 
require an environmental assessment 
under the Act. The number of applicable 


14.35 A micro-finance project in Peru 
was to transfer from the Canadian 
executing agency to members of the credit 
union system knowledge and skills in the 
areas of marketing, information systems, 
banking procedures, management and 
audit. The agreement contained a training 
module but did not require testing of the 
credit union staff’s capability before 
handover of the project. The agreement 
could also have required the Canadian 
executing agency to identify and develop 
the leadership skills of an organization to 
ensure that the knowledge and skills 
acquired by the member credit unions are 
maintained and further developed. This 
would have supported stakeholders in 
taking charge of project activities. A 
revised implementation plan has proposed 
to introduce an institution-strengthening 
component. 


14.36 Although clauses in agreements 
with executing agencies are not the only 
way to help ensure that conditions for 
sustainability will exist, CIDA needs to 
continue to look at this option in its 
planning of agreements. 


CIDA did not always comply with the 
Canadian Environmental Assessment Act 


14.37 Under the Canadian 
Environmental Assessment Act (CEAA), 
CIDA must examine proposed projects to 
determine the environmental effects of the 
project and make a decision on their 
significance. For each project, CIDA 
requires a preliminary environmental 
assessment form to be completed in the 
design stage, to establish whether the Act 
applies to the proposed project and 
whether an environmental assessment is 
required. 


14.38 For projects that undergo an 
assessment, a completed environmental 


The San Hilarion Cooperative, which is located on the outskirts of Lima, Peru, 


screening report must be filed in the is one of the institutions participating in the micro-finance project. The 
public registry along with other implementation of the project at this Cooperative began in March 2000 
project-related documents. The public (see paragraph 14.35). 
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A village doctor who 
received training from the 
Yunnan Maternal and 
Child Health Project speaks 
about maternal health 
issues to a group of women 
at the Toutai Administrative 
Village Clinic in Yunnan 
Province (see paragraph 
14.40). 


cases is relatively small, but in 41 percent 
of those cases, the audit concluded that 
CIDA was not complying with the 
requirement to conduct an environmental 
assessment prior to a funding decision. 


14.40 Of the projects we examined, two 
required environmental assessments. Only 
one was found in the public registry and it 
had been filed late. The project included 
the construction of health centres in 
China. The original preliminary 
environmental assessment form indicated 
that the CEAA did not apply. However, in 
this instance, the Act did apply to the 
construction activities. CIDA discovered 
its oversight some time later, but the host 
country partner began construction before 
the required assessments were completed. 
After reviewing those assessments, CIDA 
required ongoing monitoring of the 
facilities for potential adverse 
environmental impacts. Although the 
monitoring was done, CIDA did not file 
the monitoring reports in the public 
registry as required. The assessment of the 
other project was not found in the public 


registry but did not raise any 
environmental concerns. 


14.41 The Mali Mortgage Financing 
project (see the case study on page 14-15) 
is a case where the original project plan 
correctly indicated that the CEAA did not 
apply. However, as the project progressed, 
the Canadian executing agency’s activities 
were expanded to include co-ordinating 
housing development to stimulate demand 
for mortgages. This made necessary a new 
preliminary environmental assessment, as 
housing development typically triggers the 
application of the Act. Following the 
approval of the new activities, no review 
of the project was conducted to determine 
if the Act applied. 


14.42 Environmental assessments serve 
to bring forward environmental 
considerations in the project planning and 
design stages. Conducting the assessment 
after the start-up of a project is almost 
equivalent to not conducting one at all. 
CIDA’s Executive Committee approved 
new environmental assessment directives 
and agreed that the Agency strive for full 
compliance with the CEAA by 
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1 July 2000. An Environmental 
Assessment Co-ordinating Committee was 
established to assist with this effort. 


Selection 


Contribution agreements were used 
instead of competitive contracts 


14.43 In our 1999 chapter on 
sole-source contracting and the use of 
advance contract award notices (ACANs), 
we stated: 


Contracting is an essential tool for 
federal departments and agencies in 
delivering programs. Central to 
government contracting are the 
principles of best value and open 
access to contracting opportunities. 
“Best value” is the best combination 
of value and price that the 
government can obtain in acquiring 
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goods or services for the Crown. 
“Open access” is a fair chance for all 
qualified vendors to do business with 
the Crown without political or 
bureaucratic favour. An open, 
competitive bidding process provides 
the best guarantee that both of these 
principles will be respected. The 
Government Contracts Regulations 
state that competition is the norm, and 
departments are to solicit bids before 
entering into a contract. 


14.44 Over the years, CIDA has 
subscribed to this principle for contracts 
but not for contribution agreements. Until 
1997, CIDA traditionally used the 
non-competitive vehicle of contribution 
agreements when choosing a not-for-profit 
organization, and competitive contracts 
when choosing a for-profit organization as 
a Canadian executing agency. Exhibit 14.4 
shows the percentages, in terms of dollar 


and Contribution Agreements 


Over the years, CIDA 
has subscribed to the 
principle of 
competition for 
contracts but not for 
contribution 
agreements. 


Background 


The main output of this project is to 
establish a loan guarantee system to facilitate 
access by Malian people to property ownership. 
It intends to stimulate economic activity related 
to the construction sector and therefore help the 
poor. CIDA signed a contribution agreement of 
$4.7 million with a not-for-profit Canadian 
executing agency for this project. 


A contribution agreement was awarded 
instead of a competed contract 


CIDA identified this as a possible project in 
meetings with the Malian government in 1994. 
CIDA had a feasibility study done by the 
not-for-profit organization and the Canada 
Mortgage and Housing Corporation in February 
1996. In May 1996, CIDA asked for and 
obtained authorization from the Minister to enter 
into a contribution agreement with the same 
not-for-profit organization for the implementation 
of the project. In our view, because CIDA 
initiated this project, it did not meet the 
conditions for a project under the country focus 
approach. A competitive process should have 
been used. 


CIDA was slow to react when 
assumptions critical to the project’s 
success were not met 


The feasibility study identified several 


Mali Mortgage Financing Project 


assumptions critical to the start of the project. 
Two involved amendments to Malian legislation. 
The Malian government agreed in its 
Memorandum of Understanding with CIDA that 
these legislative changes were critical to the 
project and that they would be implemented 
before the project team arrived. Three months 
prior to the scheduled mobilization of the 
Canadian executing agency staff to Mali, a 
CIDA mission identified a complete lack of 
progress toward the legislative changes. 
Despite this fact, CIDA instructed the Canadian 
executing agency to begin its operations in Mali 
and help the Malian government draft the 
legislative changes. 


The Canadian executing agency spent 
considerable time in the first seven months of 
the project drafting the legislative amendments. 
This was not part of the original plan. Almost 
two years after the start of the project, the 
Malian legislature has not yet passed the 
changes. About eight months into the project, 
the project team, made up of both Canadian 
and Malian staff, also discovered that approval 
from the Central Bank of the West African 
States is required to issue loan guarantees. The 
Canadian executing agency failed to identify this 
critical condition in both its feasibility study and 
inception report. The Canadian executing 
agency then spent one year preparing to meet 


the approval conditions in order to apply to the 
Central Bank. The project team is now waiting 
for the Central Bank's decision. 


No loan guarantees — the main output of 
the project — have been processed so far. The 
original plan had called for 1,400 out of 8,300 
guarantees to have been issued in the first two 
years. The current annual work plan shows no 
change in the total number to be issued, but 
does not explain how the project team plans to 
catch up. 


Lack of necessary involvement of host 
country causes project delays 


This project also shows the difficulty of 
fostering development in a bilateral context. The 
planning documents for this project called for 
the Malian government to contribute about 
$1 million (400 million CFA francs) to the 
project. The MOU, which was signed later, 
required the amount to be taken out of the 
Malian counterpart fund, which is also 
completely financed by CIDA. We could find no 
rationale on file explaining such a significant 
change to the Malian government's 
responsibilities on the project. The current 
situation is a project that is financed 100 percent 
by CIDA, in serious difficulty and waiting for the 
local government to act. 
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and Contribution Agreements 


Exhibit 14.4 


value, of competitive and non-competitive 
agreements over $100,000 signed in the 
Geographic Branches from 1996-97 to 
1999-2000. These include goods and 
services contracts and contribution 
agreements. 


14.45 With the advent of the Open 
Competition Pilot Project (OCPP) that the 
Minister announced in early December 
1996, CIDA indicated that contribution 
agreements would be used for unsolicited 
proposals. Not-for-profit organizations 
would henceforth be encouraged to 
compete with for-profit organizations for 
contracts to deliver CIDA aid, and 
for-profit organizations would be eligible 
to receive contributions, on a 
non-competitive basis. 


14.46 The contracts and contribution 
agreements that we selected were from 
those signed in the years 1996-97 to 
1998-99. The contribution agreements 
dated beyond 1997 should have followed 
the procedures of the Bilateral Responsive 
Mechanism unless the selection process 
had already begun under the previous 
policy framework. Those agreements 
whose selection process had begun before 
1997 should have followed the country 
focus approach. In both time periods, 
contribution agreements were to be used 
for what CIDA now terms unsolicited 
proposals. 


14.47 We concluded from our 
examination that 6 contribution 
agreements out of 11 that we examined 
were initiated by CIDA, rather than the 


Percentages of Competitive and Non-Competitive Agreements Over $100,000 
in the Geographic Branches, by Dollar Value 


1996-1997 | 1997-1998 | 1998-1999 1999-2000 


| Competitive agreements 


| Non-competitive agreements 


48% 53% 61% 48% 
52% 47% 39% 52% 


Source: CIDA 


not-for-profit organization. Consequently, 
a competitive process should have been 
considered for the selection of the 
executing agency. The case study on page 
14-15 provides an example where 
competition should have been considered 
but was not. The following case is another 
example. 


14.48 In May and December 1996, 
CIDA awarded two contribution 
agreements to a Canadian not-for-profit 
organization to design and implement a 
health project in China. The total value of 
the agreements was $5.4 million. The 
government of China had requested 
Canadian assistance in May 1995 to carry 
out this project. CIDA undertook a 
feasibility mission in February 1996. The 
consultants who carried out the mission 
identified the necessary experience and 
expertise that would be required of a 
Canadian executing agency. In making its 
selection, CIDA decided to sole-source 
the design and implementation of the 
project through contribution agreements, 
even though the project was initiated by 
CIDA and the selection approval 
memorandum noted that more than one 
supplier was available. 


14.49 We noted that CIDA did hold a 
competition to select an executing agency 
for each of two contribution agreements in 
our sample. The requests for proposal 
were sent to not-for-profit organizations. 
Both projects were awarded before the 
Bilateral Responsive Mechanism was 
adopted in 1997. Although in accordance 
with the country focus approach, these 
were not unsolicited proposals, the process 
was in the spirit of greater fairness and 
transparency. 


14.50 We noted another instance where 
two very similar projects in two countries 
were treated quite differently under 
similar circumstances (see Exhibit 14.5). 


14.51 CIDA conducted a performance 
review of the Open Competition Pilot 
Project in early 1999. One of the main 
conclusions from the performance review 
was that the restriction to the use of 
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contribution agreements for unsolicited 
proposals was not well understood or 
applied. Among the weaknesses that 
CIDA staff identified for the reviewers 
were the lack of clear distinction between 
directed sourcing and unsolicited 
proposals, the lack of clear directives on 
the extent of the involvement allowed for 
project officers to assist or give advice on 
proposals, and the need to discuss and 
resolve some remaining ambiguities 
associated with “solicited unsolicited 
proposals.” 


14.52 In our selected sample of 

eight contracts and contribution 
agreements from 1999-2000, we looked to 
see if the 1997 policy direction was being 
consistently followed. Of three 
contribution agreements classified as 
unsolicited proposals, in our view two 
should have been opened to competition 
because they did not meet the conditions 
of the Bilateral Responsive Mechanism. 
The “unsolicited” criterion for 
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contributions is still not completely 
understood at CIDA. 


14.53 Framework for contracts and 
contribution agreements. Contracting 
activities take place within a 
well-established management framework 
with underlying principles of best value 
and open access. Activities are governed 
by the Government Contracts Regulations, 
and competition is the norm. Exceptions 
are permitted in certain limited 
circumstances and must be fully justified 
on the contract file or in a submission to 
the Treasury Board. However, no similar 
framework at the level of GCRs exists for 
entering into contribution agreements for 
CIDA projects, even though these are 
virtually identical to contracts. 


14.54 CIDA’s authority to use 
contribution agreements to implement its 
projects is governed by the terms and 
conditions approved by the Treasury 
Board in March 1996. The terms and 
conditions are very general and provide no 


A company implemented the pilot phase of similar projects in Cameroon and Céte d’Ivoire. For the 
second or main phase, CIDA chose the competitive contract route in the project in Cameroon and 
selected a winning bidder. The company that implemented the pilot phase in Cameroon did not win 
the contract. For the Cote d'Ivoire project, CIDA chose not to go to competition and entered into an 
$8.5 million contribution agreement with the company that had carried out the pilot phase. This was 
the same company that had bid unsuccessfully on the project in Cameroon. Both events happened at 
around the same time. In the competitive process, the winning bidder was selected 13 October 1995 
and the contract was signed 10 May 1996. The non-competitive contribution agreement was signed 
7 June 1996. In the project involving the contribution agreement, CIDA had planned to award a 
sole-source contract. Planning had advanced to the point that CIDA had obtained the Minister’s 
approval of the project on 10 May 1996, and had sent a submission to the Treasury Board requesting 
authority to enter into an $8.0 million sole-source contract and for retroactive approval of the 
sole-source contract awarded for the pilot phase. However, according to information on file, 
Treasury Board staff indicated that they were very uncomfortable with the submission and suggested 
that CIDA take advantage of recent changes permitting it to enter into contribution agreements with 
private companies. CIDA decided not to proceed with its submission and retained the company on a 
sole-source basis using a contribution agreement under its Bilateral Responsive Mechanism. We 
could not find an approval document signed by the Minister authorizing the use of a contribution 
agreement, although there was a reference on file that the Minister and President of CIDA had 
requested the negotiation of a contribution agreement with the company. This decision appears to 
have been made on 3 June 1996 and the agreement was signed four days later. 


Under CIDA’s Bilateral Responsive Mechanism, because the project proponent is to be the originator 
of the project and make a contribution proportional to its commitment, no profit may be associated 
with the project and contribution agreement. However, all CIDA’s planning had been done on the 
basis of a sole-source contract, which included a normal provision for profit. We noted that the 
contribution agreement contained almost the same amount for fees as was included in the proposed 
contract, and there was no analysis of how the agreement complied with the no-profit provision. 


and Contribution Agreements 


The terms and 
conditions for 
contribution 
agreements are very 
general and provide no 
direction on how or 
when to use 
contribution 
agreements. 


Exhibit 14.5 


Use of a Contribution 
Agreement Instead of a 
Competitive Contract 
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CIDA has made efforts 
to make its selection 
process for 
competitive contracts 
fairer and more 
transparent. 


direction on how or when to use 
contribution agreements. Direction is 
provided in several documents referred to 
in CIDA’s Framework Policy for Bilateral 
Aid. The terms and conditions also 
include a provision requiring that 
contributions are to be reviewed and 
approved in accordance with regular 
departmental procedures and authorities. 
However, exceptions can be dealt with 
internally. Consequently, when CIDA 
wishes to make an exception to its own 
policies on the use of contribution 
agreements, it is able to do so with no 
requirement to justify the exception. We 
observed several instances where, in 
effect, CIDA’s use of a contribution 
agreement to select an executing agency 
was the same as using a sole-source 
contract — which would not have been 
permitted under the Government 
Contracts Regulations. 


14.55 CIDA’s terms and conditions for 
grants and contributions related to the 
Geographic programs are due for renewal 
in March 2001. This will provide an 
opportunity to establish a clearer authority 
framework for the use of contribution 
agreements by the Geographic Branches 
to fund projects. Projects that do not meet 
the description of unsolicited proposals as 
described in CIDA’s current policy for the 
Bilateral Responsive Mechanism should 
be tendered for competition. 


14.56 When CIDA seeks Treasury 
Board approval for renewal of its terms 
and conditions, the Agency should 
include a framework that makes it clear 
how and when contribution agreements 
will be used in the Geographic 
programs. 


Agency’s response: CIDA will continue to 
use contribution agreements under the 
terms and conditions for grants and 
contributions related to the Geographic 
programs approved by the Treasury Board. 
However, it will introduce a more 
structured framework to better guide the 
use of contribution agreements, especially 
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those that are not for unsolicited 
proposals. CIDA will enhance its use of 
contracts to better reflect this as one of 
the key mechanisms for the delivery of its 
aid programs. The two mechanisms are 
intended to complement each other. 


14.57 A separate group within CIDA 
should review all proposed 
non-competitive contracts and 
contribution agreements over $100,000 
for compliance with authorities and 
CIDA policy. 


Agency’s response: CIDA will expand the 
mandate of its separate group in the 
branches to cover the review of contract 
plans over $100,000 for compliance with 
authorities and CIDA policy. 


14.58 There were also two directed 
contracts out of our sample of 15 contracts 
that, according to Government Contracts 
Regulations, should have been 
competitively tendered but were not. 
Exhibit 14.6 provides one example. 


14.59 Regional distribution of 
contracts and contribution agreements. 
We obtained data from CIDA on the 
distribution, by province, of service 
contracts and contribution agreements 
over $100,000 in the Geographic Branches 
for the years 1997-98 and 1998-99. 
Exhibit 14.7 shows the regional 
distribution of service contracts for those 
years. Exhibit 14.8 shows the regional 
distribution of contribution agreements in 
the Geographic Branches for the same 
period. 


14.60 CIDA has made efforts to make 
its selection process for competitive 
contracts fairer and more transparent. A 
key step was the move from a two-step 
process of prequalification and tendering 
to a one-step tendering process for 
competitive agreements. This new 
tendering process introduced clear policies 
on the necessity for competition. 
Upcoming projects and competitions are 
advertised on the government open 
bidding system. CIDA put a regional 
officer in Industry Canada’s Vancouver 
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office to encourage more Western 
participation and increase the pool of 
qualified contractors. A similar position is 
planned for Atlantic Canada. CIDA 
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process, we found two with errors that had 
occurred in the selection process. 


14.62 In one case, a contribution 


contracting personnel have also given 
presentations across the country to 
potential contractors. 


Some errors occurred in the selection 
process for competitive agreements 


14.61 
sample that had used a competitive 


agreement for $4.1 million to train judges 
in China was awarded to the bidder with 
the highest score, a consortium of 
not-for-profit organizations. Three months 
after the winning bidder was notified, but 
before the agreement was signed, CIDA 
discovered that the winning bidder had 
made a $600,000 error in its calculations. 
The bid evaluation team had not found 
this error. Had the error been discovered 


Out of the 15 agreements in our 


[ 
} 


The Miyun Reservoir Dam (the main reservoir for 
the city of Beijing, China) along with Canadian 
dam-monitoring equipment. The Miyun Reservoir 
Dam is one of ten dam sites that received 
monitoring equipment as part of the Dam Safety 
Monitoring and Management Project. 


A sole-source contract for $6.4 million for 
a project in China was let in 1996 toa 
private sector company. CIDA received a 
preliminary proposal dated August 1994 
for the design and implementation of this 
project. CIDA also received a letter of 
interest from a competitor, dated August 
1994, A memo on file stated that it was “unlikely that CIDA policy would permit sole-source of 
either of the interested companies.” 


CIDA’s Concept Paper stated, “the only major risk associated with this project is the 
sole-sourced selection of the Canadian executing agency for both design and implementation,” 
and “other Canadian firms with equal or stronger overall capability, one of which was pursuing 
business in the same dam safety area, may protest the decision.” This risk was mentioned again 
in the project approval document. 


CIDA officially justified the sole-sourced selection of the contractor for the design phase under 
Government Contracts Regulations exemption 10.2.1 (d) “only one person or firm is capable of 
performing the contract.” This justification was given to the Treasury Board despite the 
indications on file that there were equally or more qualified Canadian executing agencies. In its 
October 1995 submission to the Treasury Board, CIDA stated that the Canadian executing 
agency was uniquely qualified to deliver the project because it had “proprietary and unique 
tights of access” to a particular supporting technology necessary to deliver the project. For the 
execution phase of this project, CIDA prepared a new submission to the Treasury Board in June 
1996 where it again justified sole-sourcing under the same exception and with the same 
explanation. CIDA files did not show how the particular technology for which the Canadian 
executing agency had proprietary rights was the only technology compatible or technically 
feasible for use in the project. On the contrary, discussions with CIDA project staff and notes on 
file indicated that there were other appropriate technologies available in Canada to other 
qualified firms. In our opinion, the sole-sourcing of this contract was contrary to Government 
Contracts Regulations. 


Exhibit 14.6 


A Contract That Should Have 
Been Tendered Competitively 
But Was Not 
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Exhibit 14.7 


and added to the bid price as normally 
required, a different consortium of 
not-for-profit organizations would have 
won the bid. Because the agreement had 
not yet been signed, CIDA still had an 
opportunity to re-evaluate the bids. CIDA 
wrote to the selected consortium and 
advised that it had two options. It could 
confirm the revised amount as calculated 
by CIDA, in which case the Agency 
would reassess its scoring, and this might 
have an impact on the evaluation result; or 
the consortium could withdraw its bid. 
These two options followed the 
government’s normal bid evaluation 
practice. However, neither option was 
chosen and CIDA proceeded with 
negotiations with the selected consortium. 
Although the consortium asked for 
increased funding and a reduced level of 


Regional Distribution of Service Contracts Over $100,000 
in the Geographic Branches 


Province/Region Proposals Number Selected | Dollar Value 
| Ontario 36% 36% 39% 
| Quebec 45% 36% 28% 
West 15% 23% 26% 
Atlantic 4% 5% 7% 
eee CIDA 
Exhibit 14.8 


Regional Distribution of Contribution Agreements Over $100,000 


in the Geographic Branches 


Percentage Percentage of 
of contribution contributions received 
Province/Region agreements signed by dollar value 
Ontario 36% 36% 
| Quebec 24% 32% 
| 
| Western Canada 13% 11% 
| Atlantic Canada 4% 2% 
International 
Organizations 23% 19% 


Source: CIDA 
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effort to cover the error, CIDA refused and 
an agreement was eventually signed at the 
bid price. In our view, CIDA’s treatment 
of this selection process was unfair to the 
consortium that was not selected. 


14.63 In another case, a bidder who 
should have been disqualified was chosen 
(see the case study on page 14-22). 


CIDA does not have a performance 
evaluation system for executing agencies 


14.64 A performance evaluation system 
for contractors can serve to provide a 
record to be consulted during subsequent 
evaluations of tenders. While planning our 
audit, we looked at whether aid 
organizations in some other Western 
countries carried out performance 
evaluation of contractors. Our research 
showed that even where performance 
evaluation was mandatory, such as 
through legislation, project and program 
managers did not comply and only a low 
percentage of contractors were ever 
evaluated. The main reasons given were 
fear that public disclosure would lead to 
lawsuits against officials, and the 
workload required to carry out evaluations 
in a public context. For those reasons, 
CIDA has decided that it will not perform 
contractor evaluations and that each bid in 
response to a request for proposal will be 
evaluated on its own merits. 


Execution 


Agreements do not provide for 
management of assumptions deemed 
critical to project success 


14.65 The development environment is 
one of considerable uncertainty. Every 
agreement is unique and every bilateral 
partner presents different challenges. As 
part of project management, CIDA 
managers of bilateral projects must 
identify assumptions at the planning stage 
that are critical to the project’s success. 
The Canadian executing agencies are 
required to update the assumptions as part 
of their preparation of the project 
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implementation plan. Some of these relate 
to external factors over which the 
Canadian executing agency would have no 
control (often the co-operation expected 
from the host country partner in terms of 
inputs); other assumptions, such as 
“equipment provided by the project is 
adequately maintained,” could reasonably 
be addressed by the Canadian executing 
agency should the assumption be at risk. 


14.66 We examined the agreements and 
their implementation to determine to what 
extent CIDA had identified critical 
assumptions. These can also be viewed as 
the areas of major risk that need to be 
managed for the project to be successful. 
We also examined whether the agreements 
assigned responsibility for tracking, 
reporting and resolving issues concerning 
those critical assumptions. 


14.67 Our audit found that where 


reasonable, and as part of its development 
of a logical framework analysis, CIDA 
identified critical assumptions. This 
analysis is included in the project approval 
document and the request for proposal to 
suppliers. However, there was no specific 
requirement that suppliers describe in 
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their proposals how critical assumptions 

were to be addressed. Nor did CIDA 

provide any guidance on how the 

responsibility for dealing with the critical 

assumptions would be allocated between 

CIDA and the Canadian executing agency. Generally, CIDA and 
After initial identification of the critical . : : 
assumptions, a framework would be useful its executing agencies 
to specify how they would be managed have been slow or 

and who would be responsible for 

responding to situations where individual unable to take 
critical assumptions were not being met. responsibility and 


14.68 Only two of the agreements we react when critical 
examined provided for how the critical ‘ : 
assumptions would be managed. We found assumptions fail to 
that generally CIDA and its executing materialize and 
agencies have been slow or unable to take 
responsibility and react when critical 
assumptions fail to materialize and 
problems ensue. The case study on page 
14-15 and the following case provide 
examples. 


14.69 CIDA designed a project for Mali 
to improve its income tax system. An 
assumption it identified as critical to the 
project’s success was that there would be 
political will and consistent support by the 
host government. It signed a contract with 
the Canadian executing agency in June 


problems ensue. 


A peer educator in Cameroon 
provides counselling on the 
prevention of AIDS and 
sexually transmitted diseases. 
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1997 for $13 million. When there were 
signs that the necessary conditions for tax 
reform were not in place and that local 
and Canadian personnel did not have the 
assumed expertise, neither the Canadian 
executing agency nor CIDA took any 
decisive action. Canadian executing 
agency personnel were kept in place and 
they worked on the activities that they 
could. 


14.70 Some CIDA project officers 
expressed frustration that the Canadian 
executing agencies were “not doing their 
job.” CIDA officers often rely on 
contracted monitors to provide them with 
independent assessments of executing 
agencies’ progress. The monitors’ reports 
we examined did not routinely address the 
continuing validity of the critical 
assumptions or identify new critical 


Lack of Due Diligence in Selecting a 


Contractor for a $6.3 Million Contract 


View of an electrical pole installed as part 
of a CIDA project to renovate and restore 
the electrical distribution system in 
Bamako, Mali. 


This project involved the instalation of 
hydro poles and equipment in Mali, with a 
component for training of local staff. At the time 
this contract was tendered, CIDA used the 
two-stage process for holding competitions. The 
first stage was an invitation to prequalify, and 
CIDA identified seven firms that met its criteria. 
For this project, the Minister prequalified three 
firms to receive a CIDA request for proposal. 
The second stage was the actual submission of 
contract proposals by the prequalified bidders. 


We found two serious problems in the 
selection of the winning company, both at the 
prequalification phase: 


¢ The first problem relates to the issue of 
Canadian ownership and effective control. 
Bidders invited to prequalify were advised that 
only those entities having their head office in 
Canada and having not less than 51 percent of 
all classes of shares beneficially owned and 
controlled by Canadian citizens or landed 
immigrants were eligible. When submitting its 
bid in September 1995, the company attested to 
meeting that condition and provided a letter from 
its auditors certifying to that effect. 


However, after CIDA’s Evaluation Review 
Board recommended the company as the 
winner on 26 June 1996, but before the contract 
was signed on 7 November 1997, one of the 
losing bidders complained to CIDA’s Minister 
that the winner should have been declared 
ineligible. The complaint contended that the 
company was not Canadian-controlled at the 
time it submitted its bid for prequalification. To 
support its claim, the losing bidders’ lawyers 
made reference to annual reports submitted to 
the Superintendent of Financial Institutions of 
Quebec that showed the company was owned 
and controlled by a French company at the time. 
These reports are publicly available, but CIDA 
staff told us they had not obtained them. 


We obtained these reports. The report 
dated October 1995 (less than one month after 
the company's representation to CIDA that it 
was Canadian-owned and controlled) showed 
that there had been no change of ownership 
since the previous report. The previous report 
dated December 1994 showed a French 
company as the majority shareholder controlling 
the majority of votes. 


CIDA files also referred to a Dun and 
Bradstreet report that was no longer on file. We 
then obtained directly from Dun and Bradstreet 
two reports, one dated September 1995, the 
other April 2000. The one dated 1995 showed a 
French parent company as the majority 
shareholder. The one dated April 2000 showed 


that the company had changed to Canadian 
control in 1997. 


CIDA also had on file audited financial 
statements from the company as at 
31 December 1995. These statements made 
reference to a loan from a parent company. 
While CIDA staff told us that they had relied on 
the letter from the company’s auditors to support 
the decision to uphold its selection, they could 
not explain this apparently conflicting 
information. We requested that CIDA obtain an 
explanation of how the company selected could 
have been considered eligible in September 
1995. Based on our examination of the 
documentation that CIDA subsequently 
received, in our opinion the company did not 
meet CIDA’s conditions for beneficial ownership 
and effective control. 


We believe that CIDA failed to show due 
diligence in following up the complaint. It ignored 
documentation it had on file that supported the 
complaint; it did not obtain explanations 
regarding the auditors’ letter it relied on; and it 
did not seek out publicly available information 
that would have provided further evidence on 
the question. 


¢ The second problem relates to the 
evaluation grid. All bidders at the prequalifying 
stage were provided with CIDA’s evaluation 
criteria as part of the tender call. One 
requirement was that the bidders obtain a 
minimum score for relevant experience. The 
company in question did not obtain the minimum 
score, and thus should not have been selected 
for prequalification. CIDA did not disqualify the 
company. Normally, if criteria for selection must 
be changed, the bidding process is started over 
so that all potential bidders are on an equal 
footing. 
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assumptions that would need to be 
realized for the project to succeed. 


14.71 Some Canadian executing 
agencies told us that many of the 
assumptions (such as the provision of 
competent staff by the host country) are 
beyond their control. As well, their 
contracts do not require them to monitor 
and report on whether the critical 
assumptions continue to be valid. 


14.72 Where appropriate, CIDA 
should incorporate into its agreements 
provisions that designate responsibility 
for monitoring, reporting and dealing 
with situations where critical 
assumptions are at increased risk of no 
longer being valid. 


Agency’s response: CIDA will update its 
Geographic Programs Roadmap to better 
provide guidance to managers and reflect 
their responsibility for monitoring, 
reporting and dealing with situations 
where critical assumptions are at risk. 


Co-operation of the host country is key 
to successful performance and 
sustainability 


14.73 _ In our 1998 audit, we described 
problems of control over the flow of 
money into counterpart funds. Our sample 
of 33 agreements for this audit included 6 
agreements for items to be sold and the 
proceeds deposited in counterpart funds. 
The host country typically signs a 
memorandum of understanding (MOU) 
with Canada, guaranteeing the full deposit 
of the proceeds. 


14.74 In two of the six agreements, the 
host country did not deposit the full 
amount owed to the counterpart fund, 
even though it had signed an MOU 
agreeing to do so. 


14.75 In one case, in the fall of 1996 
CIDA purchased $4 million of wheat for 
shipment to Egypt. The Egyptian 
government had agreed to deposit the full 
equivalent value in local currency of 
approximately 10 million Egyptian 
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pounds into a special account to be used 
for development purposes. Our audit 
found that the Egyptian government 
deposited only 8 million Egyptian pounds 
(approximately $3.2 million) to the 
special account in July 1997. During our 
field visit, we observed that CIDA had 
never verified the amount deposited, as it 
was entitled to do. In the other case, 
which occurred in Mali, the problem was 
similar although the dollar amount was 
smaller. 


14.76 CIDA should verify that 
agreed-upon amounts have been 
deposited to counterpart funds, and 
where they have not it should take 
appropriate action. 


Agency’s response: CIDA will more In two of six 


consistently verify that all agreed-upon agreements in our 
amounts have been deposited to 


counterpart funds and take appropriate sample, the host 

action where needed. country did not 

14.77 Projects in the Geographic deposit the full amount 
Branches include the participation of the 

host government or one of its agencies in  OWed to the 


achieving the overall project results. This counterpart fund. 
requires that CIDA’s executing agency and 

the host country partner work closely 

together in harmony and that each fulfils 

its designed role in a responsible manner. 

The contribution of the host country 

partner to the project is defined in an 

MOU; however, not all countries have the 

same capacity or political will to fulfil 

their commitments in the MOU. 


14.78 The Canadian executing agency 
normally cannot be held responsible for 
ensuring that the host country partner 
respects its obligations; nor can it be held 
responsible for overall project results 
where there are indications that the host 
country partner has not fulfilled its 
commitments. However, it can be made 
responsible for providing CIDA with 
information on the participation of the 
host country at the operational level. 


14.79 About half the agreements we 
examined had difficulties related to the 
participation of the host country. In those 
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CIDA staff attach 
considerable 
importance to 
monitoring projects 
under their 
responsibility. 


cases, CIDA’s options were limited. Either 
the project continued without all the 
planned participation of the host country, 
or CIDA and its executing agency 
absorbed extra responsibility (for 
example, see the case study on page 
14-15). In only one case was the project 
terminated due to unresolvable differences 
between CIDA and the host country 
agency. The decision was well founded 
and prevented considerable further 
expenditures on a project that was likely 
to be unsuccessful, but at a considerable 
cost of time, money and energy. 


14.80 Although CIDA plans to spend a 
certain amount in a country each year, its 
officers must allow for the capacity of the 
host country partner when considering the 
size and complexity of projects being 
proposed. The difficulties we found 
relating to host country participation 
tended to be in large projects in least 
developed countries. 


For projects in serious difficulty, CIDA 
does not normally cancel the 
agreements 


14.81 Due to the nature of most 
development projects, as well as the 
complex logistics of getting Canadian 
staff on the ground, CIDA usually must 
pay contractors for the inputs they provide 
rather than for the outputs they achieve. 
At the same time, the agreements make 
the Canadian executing agency 
accountable for achieving the expected 
outputs. If the Canadian executing agency 
fails to do so, CIDA must either cancel the 


. agreement or amend its scope. 


14.82 To get a large project planned 
and approved, tendered, contracted and 
operationally planned can take anywhere 
from one to four or five years. It involves 
considerable expense and effort on the 
part of both CIDA and the host country 
partner. Given this large investment in 
resources and the short-term costs 
associated with cancellation, it is difficult 
for CIDA to decide to cancel the 


agreement when results are not 
forthcoming. CIDA does not build into its 
management of project agreements any 
formal requirement or mechanism for 
“off ramps” (decisions to proceed or 
withdraw). 


14.83 In our sample of 33 agreements, 
15 had a significant portion of 
deliverables that were not being met as 
planned. CIDA chose not to cancel 13 of 
these agreements, and cancelled 2 of 
them. 


14.84 CIDA should build into its 
larger service agreements a provision 
for a formal review point, at which time 
a decision can be made on whether the 
project should be continued or cancelled 
or its scope changed. The procedures 
for doing this should be built into the 
agreements. (While the timing could 
vary, a logical point might be 12 to 18 
months after CIDA’s approval of the 
Project Implementation Plan.) 


Agency’s response: CIDA had already 
started to do this for some of its larger 
service agreements. CIDA will now more 
systematically include the provision of a 
formal review point as part of the 
professional services agreement. 


Agreements are generally well 
monitored 


14.85 We found that CIDA staff attach 
considerable importance to monitoring 
projects under their responsibility. They 
commonly use monitors under contract to 
review and report on the progress being 
made, and they insist on receiving 
periodic reports from the Canadian 
executing agencies as stipulated in the 
agreements. They also visit projects and 
attend on-site project steering committee 
meetings. 


14.86 The quality of reporting by 
Canadian executing agencies continues to 
present difficulties for project officers. All 
the service agreements we examined 
contained clauses that required the 
Canadian executing agency to report on 
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progress. Nevertheless, both CIDA and 
Canadian executing agencies expressed 
their frustration to us over expectations for 
these reports, and the time taken to 
produce them. Canadian executing 
agencies often produce the reports late, 
and it may take a few iterations to satisfy 
the CIDA project officer. Canadian 
executing agencies told us that CIDA does 
not specify clearly what it wants; 
however, CIDA officers told us they 
believe it is the Canadian executing 
agency’s job to develop an appropriate 
report. In some cases, this problem 
resulted in projects being slowed because 
the CIDA officer did not have the 
necessary information to approve new 
work plans. 


14.87 In May 1999, CIDA’s 
Performance Review Branch issued a 
Guide to Project Performance Reporting 
for Canadian Partners and Executing 
Agencies. The guide, which is posted on 
CIDA’s Web site, provides a template for 
results-based project reporting. It also 
explains how the monitoring of 
assumptions critical to a project’s success 
should be integrated into the report and 
how financial and activity information 
should be presented. From the agreements 
we examined, this guide does not seem to 
be widely applied yet in the Geographic 
Branches. 


The quality of annual project progress 
reports continues to be inconsistent 


14.88 Each project officer in CIDA is 
required to prepare an annual project 
progress report (APPR) on each project. 
The report shows an overall assessment of 
the project’s progress against plans, for 
both results achieved and amounts spent. 
This report has been the main internal 
method of accountability for results by 
project. It is also the basic document used 
for preparing CIDA’s annual Performance 
Report to Parliament. In our 1998 audit of 
Geographic programs, we examined the 
quality of CIDA’s APPRs and found that it 
varied widely. 


14.89 We examined the APPRs in our 
sample for the year ended 1998-99. We 
found that in 6 of the 29 reports, some 
information did not realistically describe 
the actual status of the project. Most of the 
problems with the quality of the 
information related to the overall 
assessment of whether a project was 
reported as progressing satisfactorily, had 
“manageable problems” or had “serious 
problems”. CIDA has not provided project 
officers or managers with guidance on 
how to interpret these terms. 


Agreements need to better support 
results-based management 


14.90 In order to support results-based 
management (RBM), agreements need to 
be managed with a high degree of 
professionalism: 


« Expectations for results need to be 
clear and realistic. 


« The capacity of the host country 
partner needs to be properly assessed. 


* The sustainability of project benefits 
needs to be addressed in agreements 
where appropriate. 


- Agreements need to be tendered 
competitively where applicable. 


+ Assumptions critical to a project’s 
success need to be managed. 


* Operational issues such as staff 
turnover and progress reporting need to be 
dealt with smoothly. 


Our audit identified problems in the 
above-noted areas at the planning, 
selection and execution stages of the 
agreement process. When a combination 
of problems is present in a particular 
agreement, the effect is compounded and 
it becomes more difficult to obtain results. 


14.91 When the proper elements of 
results-based management are in place, 
the chances are increased that an 
agreement will result in a successful 
project. One such example is the Women’s 
Law project in China (see the case study 
on page 14-26). 


Some information in 


the annual project 


progress reports did 


not realistically 


describe the actual 


status of projects. 
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14.92 As CIDA works on improving its 
management of contracts and contribution 
agreements, we believe it would be useful 
to consider a number of questions, such as 
the following: 


« Should CIDA managers focus on 
identifying the development need and the 
results expected, letting bidders propose 
how they would design and manage a 
project to achieve the expected results? 


* How can formal review points or 
“off ramps” be built into agreements so 
that projects less likely to achieve desired 
results can be terminated without great 
additional cost or loss of goodwill? 


Canadian Partnership Branch 
Agreements 


CIDA often does not receive key 
information for monitoring 
performance 


14.93 The objective of the Canadian 
Partnership Branch (CPB) is to promote 
mutually beneficial partnerships between 


Canadian and developing country 


One contribution agreement in our sample 
was signed to help Chinese women realize their 
rights under the 1992 Law of the People’s 
Republic of China on Protection of Rights and 
Interest of Women. We found that this project 
incorporated most of the elements we would 
expect from a well-managed agreement. 


Competitive process 


CIDA worked with the All-China Women’s 
Federation (ACWF) to develop the basic 
objectives and principles for the project into a 
concept paper. Both parties agreed in writing to 
these principles and objectives in December 
1995. The project concept was incorporated 
into a request for proposal (RFP) package for a 
competitive contribution agreement outlining the 
project to be delivered by a consortium of 
not-for-profit organizations. The RFP was sent 
to eight potential lead organizations for the 
eventual consortium. Bids were received from 
three consortiums made up from all the eight. A 
team including the project manager, a 
contracting officer and a contracted expert on 
legal issues evaluated the bids. CIDA awarded 


Women’s Law Project in China 


the contribution to the consortium with the 
highest score. 


Contribution agreement 


The contribution agreement clearly outlined 


the project's objectives, expected results, 
project components, general activities, and 
responsibilities of the various project 
counterparts. The Canadian executing agency 
and the ACWF also signed a side agreement 
that outlined the financial and other obligations 
of each organization for the joint managemeni 
of the project. 


Sustainability 


The project design and implementation 
paid attention to the four conditions of 
sustainability of benefits. The main Chinese 
counterpart, ACWF, was identified at the 
concept stage of the project. ACWF was 
involved in the planning and design of the 
project and is involved in the ongoing 
implementation of the project. ACWF’s financial 
contribution to the project was outlined in the 
Project Management Plan and is tracked and 


14-26 


organizations in order to support 
sustainable development and reduce 
poverty in the developing world. CPB 
partners include a wide range of 
organizations: community, development 
and environmental organizations, 
universities, churches, professional 
associations and co-operatives. 


14.94 Canadian Partnership Branch 
operations are delivered through four 
programs: Voluntary Sector, Industrial 
Co-operation, Scholarships and Awards, 
and Youth Internship. Our examination of 
the Branch focussed on the largest of its 
programs — the Voluntary Sector 
program. Organizations in the Voluntary 
Sector program are funded through either 
program or project funding. Program 
funding constitutes financial assistance, 
which is renewable and thereby enables an 
organization to undertake development 
initiatives on a broader, more continuous 
basis. Program agreements normally 
extend up to three years. Each program 
usually comprises a number of projects, 
ranging from a few to several hundred. 
Project funding provides support for a 


reported in semi-annual reports to CIDA. 
Capacity building of ACWF project staff was 
built into the project to prepare the organization 
to take over the project activities once CIDA 
funding ends. 


Project execution and reporting 


The details included in the contribution 
agreement and the Project Management Plan 
have allowed the Canadian executing agency 
and ACWF to keep the project activities 
focussed on their objectives. The Project 
Management Plan outlined specific measurable 
results and key project milestones for each 
component. These project milestones have 
been tracked and refined in each semi-annual 
report to CIDA. In addition, a detailed Gantt 
chart is produced in the annual work plan for 
each activity. This detail has allowed the 
Canadian executing agency to make 
adjustments when delays occurred in one 
component or another. For example, when the 
information dissemination component was 
delayed, the Canadian executing agency was 
able to reallocate resources to the training 
component of the project. 
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single non-renewable initiative for one to 
three years. 


14.95 The Canadian Partnership Branch 
ensures the eligibility of the partner 
organizations that receive support and 
assesses the extent to which their 
programs reflect the Agency’s 
programming priorities and objectives. 
The Branch is also responsible for 
assessing the financial and technical 
capabilities of partner organizations and 
for assessing progress toward achieving 
the program results sought. CIDA does not 
get involved in the day-to-day 
management of the partners’ program and 
project activities. The Agency focusses its 
efforts toward managing its relationship 
with its program partners at the 
institutional level, rather than at the 
project level. 


14.96 As part of this audit, we 
examined a sample of seven program 
agreements in the non-governmental 
organization division of the Voluntary 
Sector program. We selected agreements 
that had one or more projects in the six 
countries we visited. All the agreements 
selected were with organizations that had 
been CIDA partners for a number of years. 


14.97 Our audit concentrated on how 
well the control framework of the 
Canadian Partnership Branch is working. 
We identified a number of key elements in 
the CPB control framework, including: 


* grant and contribution agreements 
that call for CIDA’s partners to provide 
interim financial reports, annual financial 
reports, and annual narrative reports; 


* review of multi-year program 
proposals; 


* annual review of financial health by 
the Financial Risk Assessment Unit: 
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* periodic institutional assessments; 
and 


* ongoing dialogue and occasional 


site-visits with partners. 
B The Agency focusses 


14.98 For the agreements we reviewed, its efforts toward 
financial reports as well as annual audited © Managing its 
financial statements were generally p Sere ee 
submitted as required. The narrative relationship with its 
reports submitted by partner organizations program partners at 
varied considerably in the quality of the institutional level 
information provided. Two reports we ; 
reviewed clearly described the programs rather than at the 
and projects that were funded and the ‘ 

amounts spent on them. The others pick cuievel 
provided little specific information in 
these key areas. In the absence of this 
information, the CPB cannot know or 
verify statements of results achieved. In 
addition, where results were indicated, 
they were not linked back to those 
expected. In an effort to improve reporting 
on results, in January 1999 CPB instructed 
its program officers that effective 
immediately all new proposals for funding 
renewal were to include a results-based 
management planning framework. In 
addition, a Guide to Performance 
Reporting for Canadian and Developing 
Country Partners was issued in February 
2000. 


14.99 We found that the annual CIDA’s program 
financial risk assessment had been done in ners 

six of the seven cases we looked at. In the partners had difficulty 
other case, the assessment done in the year measuring the 
previous to the agreement indicated a low 
risk. CIDA received audited financial 
statements for all seven program program activities. 
agreements. In our opinion, the financial 

risk assessments were effective in 

providing assurance to CIDA on the 

financial health of its partners. 


outcomes of their 


14.100 The primary goal of the periodic 
institutional assessment is to provide an 
overview of the organization, specifically 
related to issues of management and 
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administration. The terms of reference of 
the institutional assessments do not 
require an assessment of the 
organization’s efficiency and effectiveness 
in obtaining development results. 
However, the assessments we reviewed 
noted that CIDA’s program partners had 
difficulty measuring the outcomes of their 
program activities. In many cases, this 
inability resulted from an absence of 
baseline data. As a result, the institutional 
assessments provide CIDA with limited 
information on whether its partners are 
delivering effective programming. 


A Malian woman using a CIDA-financed mill. Before, this operation was 
performed manually and required much more time and effort. 


14.101 Institutional assessments are 
essentially a review of the organization, 
which are agreed upon jointly and carried 
out by an independent third party. They 
are normally conducted when a program 
renewal is due. CPB managers are 
accountable under CIDA policy for 
assessing the capacity of recipients to 
deliver aid. However, institutional 
assessments were not carried out in two of 
the seven cases prior to their program 
renewal. For the five program agreements 
that had institutional assessments, there 
was evidence that recommendations were 
being followed up by the partner 
organizations. 


14.102 We noted that CPB officers are 
required to review each program proposal 
before recommending a funding renewal. 
These reviews include the program 
officer’s assessment of the performance of 
the institution over the past one to three 
years. However, in the agreements we 
reviewed, with one exception the funding 
approved by the Minister from 1996-97 to 
1998-99 was based on historical levels 
less any across-the-board cuts as a result 
of government spending restraint. In the 
one exception, the partner’s funding was 
reduced as a result of CIDA’s performance 
assessment. 


14.103 We also noted that for 1998-99, 
the Minister approved across-the-board 
cuts in funds to most CPB partners, but 
provided increases to 5 out of 27 
organizations as a result of CIDA 
performance assessments. 


14.104 For the agreements we examined, 
CIDA’s control framework provides it 
with reasonable information on the 
financial health of its partners. However, 
CIDA receives only limited information 
on development results at the program and 
project level. As noted in 

paragraph 14.100, CIDA’s institutional 
assessments commented on the limited 
ability of partners to provide performance 
information relating to the outcomes of 
their programs. 
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14.105 The Canadian Partnership 
Branch should continue its efforts to 
obtain better performance information 
from its partners on the use of funds 
contributed by CIDA and development 
results achieved. 


Agency’s response: The Canadian 
Partnership Branch has recently 
developed “A Guide to Reporting” for its 
partners, which provides guidance on the 
nature and scope of performance and 
financial information required by CIDA. 


More meaningful and accurate 
information is needed on the Canadian 
Partnership Branch in the Performance 
Report to Parliament 


14.106 As part of our audit, we reviewed 
the performance information on Canadian 
Partnership Branch activities provided to 
Parliament in CIDA’s 1998-99 
Performance Report. Our observations are 
similar to those we made in 1998 on the 
Geographic programs’ information in 
CIDA’s Performance Report. The CPB 
information in the Performance Report 
provides examples of achievements 
without any context on expected results or 
resources expended to achieve them. 
Where the examples span a number of 
years, the number of years is not 
indicated. 


14.107 We also reviewed two specific 
items of information in the Performance 
Report to assess their accuracy. 


+ The Report indicated that for every 
$1 contributed by the CPB to the 
Voluntary Sector program in 1998-99, an 
average of $1.19 in funds was contributed 
by partner organizations. Based on our 
review, a better presentation of CIDA’s 
contribution relative to that of its partners 
would have been closer to $1 for every 
$0.57. 


+ The Report also indicated that 85 
percent of CPB’s programs and projects 
were likely to meet or exceed planned 
results. CIDA based this estimate on 
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results ratings provided by Voluntary 
Sector program officers. We noted some 
concerns about the quality of the 
information that officers relied on in their 
estimates. For example, four based their 
estimate of progress on the amount of 
budget spent. Based on our review of the 
documentation for the seven program 
agreements we audited, we could agree 
with only one of the results ratings 
provided by the program officers. This 
leads us to conclude that the figure of 85 
percent was overstated. 


14.108 CIDA should improve the 
completeness and accuracy of the 
information on the Canadian 
Partnership Branch in its Performance 
Report. 


Agency’s response: The Canadian 
Partnership Branch will continue to 
improve indicators and statistics given in 
the Performance Report to ensure that 
they are more meaningful and useful for 
the reader. The training offered to, and the 
experience gained by, Canadian 
Partnership Branch staff in results-based 
management will over time improve the 
quality of the reporting on results being 
achieved. 


Gaps in CIDA’s New Information 
System 


14.109 As part of implementing its new 
Enterprise Resource Planning (ERP) 
integrated management information 
system, CIDA developed a module called 
“RBM tool”. Project officers regularly 
input into this module the project 
information that currently goes into the 
Annual Project Progress Report. This 
module represents an improvement; 
although the information it contains is 
essentially narrative, it automatically 
integrates information from the financial 
module on total project spending to date. 
The new module also permits easier 
compilation of aggregate reports by data 
field — for example, a report listing all 
projects with serious problems and a 
narrative description of the problem. The 


and Contribution Agreements 
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module is useful for senior management 
review and for capturing a global view of 
a project’s progress. 


The introduction of the 14.110 However, the introduction of the 
; ; ERP system and the RBM tool module has 
Enterprise Reporting so far not achieved the integration of 
Package (ERP) system financial, contract and performance data 
at the project management level. To 
and the “RBM tool” Dae sebrge agreements, project 
module has so far not officers require information to monitor the 
; details of outputs and activities against 
achieved the agreed-upon work plans. They also need 
integration of financial, to be able to match data on project 
spending with other data on outputs 
provided by executing agencies or 
performance data at monitors. An example of this type of 
’ roject reporting was provided in CIDA’s 
the project 1999 Guide to Projet Deine 
management level. Reporting: For Canadian Partners and 
Executing Agencies. 


contract and 


14.111 Out of its total information 
technology budget of $32 million for 
2000-2001, CIDA has allocated 

$18 million to further develop its ERP 
system. Although there is reference in the 
planning documents to the RBM tool 
module, it has not yet been decided how 
the funding will be used. At this time, it is 
not clear whether the system 
improvements will provide project officers 
with detailed data on project activities and 
results relative to work plans, and be able 
to relate these data to spending at this 
level of detail. For instance, the software 
has the capacity to accommodate a 
reporting format under which Canadian 
executing agencies could submit 
performance information electronically to 
CIDA project managers for their input to 
the system. However, CIDA has no 
specific plans to develop this type of 
reporting format. 


Some Compliance Problems in 
Contracts Under $100,000 


14.112 For the years 1996-97 to 
1998-99, CIDA entered into about 6,100 
agreements; 5,300 of these were under 
$100,000 and reflected about 10 percent 


of the total dollar value of all agreements. 
Of the agreements under $100,000, about 
three quarters had an original value of 
under $25,000, which is the threshold 
above which a competition is normally 
required. Fewer than 200 of those were 
amended to more than $25,000. 


14.113 Some contract splitting 
occurred. We focussed on the 
approximately 1,500 agreements between 
$25,000 and $100,000. We looked for 
possible cases of contract splitting. This 
occurs when an organization splits a larger 
contract into smaller contracts, thereby 
circumventing contracting regulations or 
policies. We analyzed a variety of possible 
indicators, such as more than one contract 
awarded to the same supplier with 
overlapping or concurrent dates, or several 
contracts awarded to the same supplier for 
the same amount. We then selected for 
further examination 13 service contracts 
issued to four companies from 1996-97 to 
1998-99. We concluded that contract 
splitting avoided NAFTA tendering 
requirements in 9 of the 13 cases (see 
Exhibit 14.9 for an example). 


14.114 Non-compliance with 
contracting policy regarding former 
public servants. In the course of our 
audit, we became aware that CIDA had 
entered into 10 non-competitive contracts 
with former public servants who were 
receiving a pension. These contracts 
contravened CIDA’s delegated authority 
because the Agency did not obtain prior 
Treasury Board approval, as required for 
contracts with former public servants who 
were receiving a pension if the contract is 
non-competitive and its value exceeds 
$25,000. 


14.115 In the fall of 1999, CIDA 
discovered two cases that contravened its 
delegated authority. To its credit, CIDA 
then examined its database of 
approximately 3,000 contracts and 
requisitions entered into with individuals 
since April 1997. CIDA’s examination was 
made more difficult because there was no 
central or departmental registry that 
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identified former public servants who 
were receiving a pension or had received a 
retirement incentive package. CIDA relied 
on the collective memory of its Human 
Resources and Corporate Services Branch 
staff to identify former such CIDA 
employees who had received a subsequent 
CIDA contract. However, this collective 
memory could not be extended to 
consistently identify former public 
servants from other departments who had 
received contracts from CIDA. From this 
examination, CIDA compiled a list of 114 
of its former employees whose files it then 
included in preparing the information for 
submission to the Treasury Board. A total 
of 10 cases were identified. Three 
contracts dealing with a single Corporate 
Services (non-aid) issue are still active, 
with a total value of $886,000. 


14.116 Because issues such as 
non-competitive contracting, compliance 
with authorities and due diligence were of 
particular interest to us in this audit, we 
examined how this situation arose in the 
first place. We also examined the 
adequacy of the actions taken to obtain 
retroactive Treasury Board approval of 
these contracts and to ensure that the 
problem does not happen again. 


14.117 We paid particular attention to 
the three contracts that remain active. In 
addition to the compliance issue identified 
by CIDA, we have some further concerns: 


* We noted that one company had 
previously obtained four other 
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non-competitive contracts for the services 
of the same individual. One of these, for 
$46,700, also exceeded CIDA’s authority 
but was not included in the Treasury 
Board submission for authorization of 
retroactive contracts. 


* There was little information to 
support the fees arrived at. In two cases, 
CIDA accepted the statement that the fee 
amount matched what a private sector 
client would pay. However, there was no 
documentation on file indicating the fees 
that had been charged to others. In the 
third case, the program officer authorized 
more than recommended by CIDA’s 
Contracting Management Division; this 
was done on the basis that had the former 
employee not retired, the employee likely 
would have had a promotion in the 
intervening period and should, therefore, 
be paid at a higher rate. 


¢ In our view, the documentation in 
these files did not adequately justify an 
exception from the Government Contracts 
Regulations to enter into non-competitive 
contracts. 


14.118 CIDA has since taken measures 
to prevent a recurrence of the problem. 
Among other measures, it has issued a 
bulletin to all staff reminding them of the 
policy on contracting with former public 
servants. It has also reminded staff of the 
requirement for a declaration form to be 
completed by an individual or a firm, 
indicating whether the individual is a 
former public servant in receipt of a 
pension. This declaration is to be 


CIDA’s continuous learning division required consultative services to assist in the delivery of 


and Contribution Agreements 


Exhibit 14.9 


informatics training on the software packages available to staff. In April 1996, six companies were 
invited to send in proposals to provide individuals to deliver the training. One company won the bid 
to provide the services of two individuals for a one-year period at $128,400. CIDA split the winning 
bid into two separate contracts of $64,200 each. Each contract was extended to 31 March 1998 and 
the contract amounts were amended by adding $58,315 each. In April 1998, five companies were 
invited to send in proposals to continue providing this training. The same company again won the 
bid to provide the services of two individuals for a one-year period at $123,264. Again, the winning 
bid was split into two separate contracts of $61,632. Each contract was extended to 31 March 2000, 
and the contract amounts increased through amendment by $57,673 and $47,187 respectively. Our 
audit found that the combined contracts exceeded the NAFTA thresholds in both 1996 ($70,700) and 
1998 ($80,900). CIDA’s contracting staff had also reviewed the 1998 contracts and concluded that 
their issuance failed to meet NAFTA requirements. 


Contract Splitting Avoided 
North American Free Trade 
Agreement (NAFTA) 
Requirements 
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maintained in the contracts file and a copy 
kept centrally with Contracting 
Management Division. 


CIDA generally 14.119 We believe that CIDA also needs 


complied with to seek Treasury Board approval for the 
overlooked contract that exceeded 

Government Contracts $25,000. 

Regulations and 14.120 The actions taken by CIDA 

Treasury Board should serve to keep this situation from 


contracting policy in recurring — but only if policy 
requirements are respected. 


its contracting 


processes but often Conclusion 


varied from its own 14.121 CIDA generally complied with 


internal policies or Government Contracts Regulations and 
guidelines with Treasury Board Contracting Policy in its 
contracting processes. However, the terms 
respect to contribution and conditions governing the use of 
contribution agreements are very general 
agreements and permit CIDA to make exceptions to 
its regular procedures. CIDA varied from 
its internal policies or guidelines by often 
using contribution agreements instead of 
competitive contracts for projects that 
were not unsolicited proposals but were 


initiated by CIDA. This also raises 
questions on the fairness and transparency 
of the process used by CIDA in selecting 
executing agencies for its larger projects. 


14.122 CIDA’s processes for entering 
into contracts and contribution agreements 
are not yet providing sufficient support for 
results-based management. In many 
instances, these agreements do not meet 
CIDA’s operational requirements. They 
contain unclear or unrealistic expected 
results, or do not provide for monitoring 
of and action on changes to assumptions 
that are critical to project success. 


14.123 The control framework for the 
non-governmental organization division of 
the Voluntary Sector program in the 
Canadian Partnership Branch provides 
reasonable information on the financial 
health of CIDA’s partners. However, there 
was limited information on the projects 
funded and results achieved. The quality 
of information on the Canadian 
Partnership Branch in CIDA’s 
Performance Report to Parliament needs 
to be improved. 
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ty About the Audit 


Objectives 


Our objectives in this audit were to assess whether CIDA’s contracting/contribution processes: 


* respect Government Contracts Regulations, Treasury Board guidelines and its own policies; 
¢ are fair and transparent; and 


* meet operational requirements and development needs. 


Scope and Approach 


This audit focussed on how CIDA Geographic Branches (excluding the Central and Eastern Europe Branch) 
manage contracts, contribution agreements and other types of agreements for goods and services, including 
the selection of Canadian executing agencies to deliver projects. 


The audit also examined the control framework for agreements in the Voluntary Sector program of the 
Canadian Partnership Branch. 


We conducted our work at CIDA’s headquarters and visited the selected projects in the field. We reviewed 
project documentation and held discussions with the local counterparts for the selected projects, and with 
Canadian executing agencies and CIDA officials. 


Contracts and contribution agreements population 


Since CIDA uses contracts, contributions and other types of agreements for the same purposes and manages 
them all in a similar fashion, we included all these types of agreements in our sampling plan. 


In selecting a population of agreements to test from, we wanted to include both agreements that had taken 
place before the Open Competition Pilot Project as well as those made after. We included in our population 
contracts and contribution agreements signed in the Geographic Branches, as well as grants and contributions 
signed in the Canadian Partnership Branch, for the three-year period from 1 April 1996 to 31 March 1999. 


Sampling plan 


In the Geographic Branches, agreements with a value of over $100,000 account for over 90 percent of the 
total value of all agreements. To carry out our audit, we developed a dollar-unit statistical sampling plan that 
involved examining $1.8 billion of Geographic Branches agreements and $600 million of Canadian 
Partnership Branch agreements signed in the years 1996-97 to 1998-99. This resulted in the selection of 33 
Geographic Branches agreements with a total value of $214 million, and 7 Canadian Partnership Branch 
agreements, in six chosen countries. The countries chosen were India and China for Asia, Peru for the 
Americas, and Egypt, Cameroon and Mali for Africa and the Middle East. The selection of countries reflected 
the dollar importance of each region and discussions with CIDA. 


In order to test the continued relevance of our findings, we also randomly selected for examination a separate 
small sample of agreements signed in the 1999-2000 year, for which we did not perform field visits. 
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Criteria 


Our main sources of criteria were previous audits of the Office of the Auditor General, Treasury Board 
directives and CIDA guidelines. 


a. General criteria 

¢ Government Contracts Regulations, and Treasury Board and CIDA policies should be respected. 

¢ For contribution agreements and sole-source contracts, review and control of selection of suppliers, 
negotiation of arrangements, drafting of terms and monitoring should be at least as rigorous as for 
competitive contracts. 

¢ Where possible, contribution agreements and contracts should reflect results-based management 
principles, policy and framework in all possible respects. 

° Information from performance monitoring reports and reviews should be used as required for 
management decision making and taking corrective action on projects. 

b. Criteria related to the contracting/contribution agreement process 

Planning 

¢ The contracting plan should contain an analysis of different options for the particular project, with 
competition being the norm. For the non-competitive options, the choice should be well documented and 
in line with Treasury Board approvals and contracting policy. 

Design 

¢ The statement of work should be clear enough to be translated into contract deliverables. 

* Recipient country and counterpart fund contract plans should respect government and CIDA contracting 
goals of probity, fairness and transparency. 

Selection 


The contract team should have sufficient technical knowledge to develop a detailed evaluation grid and 
to use the grid to evaluate the proposals. 


The evaluation grid should be sufficiently detailed so that the weights assigned to each item being ranked 
are shown. 


The evaluation grid should be consistent with the Terms of Reference. 


The evaluation of the project proposal should address the contractor’s approach to managing inherent and 
external project risks. 


Execution and monitoring 


Project implementation plans should be consistent with the statement of work in the contract and the 
project approval document and also show the steps and milestones to achieve results. 


Contract performance should be monitored and evaluated against the terms and conditions of the 
contract. Contractual remedies for substandard performance should be applied. 


Project and contract files should follow a standard format and be well maintained. 
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Performance reporting 


¢ Annual project progress reports should be an accurate representation of the project status and results. 


Environment 


¢ Where there is an element (goods or physical work) of the project that could affect the environment, an 
environmental assessment should be completed to determine environmental effects. 


Audit Team 


Assistant Auditor General: David Rattray 
Principal: John Hitchinson 
Director: Paul Morse 


Richard Brisebois 
Lori Buck 

Shannon Byrne 
Derek Demonte 
Bryan De Pape 
Geneviéve Fournier 
Johane Garneau 
Genevieve Hivon 
Manfred Kuhnapfel 
Raymond Kunce 
Amipal Manchanda 
Jacques Marquis 
Barry Neilson 
Barbara Vandernoot 


For information, please contact John Hitchinson. 
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Chapter 15 


Health Canada 


First Nations Health: Follow-up 


The follow-up work was conducted in accordance with the legislative mandate, 
policies and practices of the Office of the Auditor General. These policies and 
practices embrace the standards recommended by the Canadian Institute of 


Chartered Accountants. 
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Transfer of Health Programs to Community Control 
Management of the transfer initiative needs improvement 
The Department has underestimated the support needed by First Nations 


Non-Insured Health Benefits 
Significant concerns remain about the management of non-insured health benefits 
The point-of-service system for prescription drugs is now fully operational 
Inadequate monitoring of drug utilization warning messages 


Early success of direct intervention under the drug utilization protocol was not sustained 


Work on addressing multiple addiction problems is ongoing 


Health Canada has been slow in developing an appropriate strategy for audit of providers 


Few of the required on-site audits of providers have been completed 

Other problems with claims-processing contract 

Needs-based approach for dental benefits has resulted in substantial savings 
Limited progress made to improve efficiencies in medical transportation 

Most Non-Insured Health Benefits transfer pilot projects have not been evaluated 


New Initiatives 
Attention has to be given to monitoring new initiatives 


Conclusion 
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Main Points 


pal Health Canada has initiated action to address our observations and recommendations on First Nations 
Health (1997 Report, Chapter 13). However, we are concerned that the Department has not yet made sufficient 
progress to fix many of the problems we identified. Continued and sustained effort is required to ensure that all the 
recommendations are fully implemented. 


15.2 We found that: 


* — the point-of-service system, a key mechanism in the administration of pharmacy benefits and the 
control of prescription drug use, is now fully operational. It provides drug utilization warning 
messages to assist pharmacists in deciding whether to dispense prescriptions. As a result, a number of 
prescriptions have not been filled; and 


* a pre-determination process for dental benefits, implemented nationally since 1997, has resulted in 
substantial savings. 


{Pops However, we observed that: 


¢ the management of contribution agreements for the delivery of community health programs is still 
weak; 


¢ the management of transfer agreements still needs improvement; and 


¢ Health Canada has not adequately monitored the drug utilization warning messages that pharmacists 
have overridden. Nor has it undertaken sufficient analysis of the effectiveness of the messages to 
determine whether any adjustments are warranted. 


Background and other observations 


15.4 Health Canada delivers health services and other related services to over 600 First Nations communities. 
It delivers them mainly through community health programs (including those transferred to community control) 
and the Non-Insured Health Benefits program, which covers such benefits as prescription drugs, dental care, 
medical transportation, and other benefits. Together, these services represented spending of just over $1.0 billion 
in 1998-99, 


i5.5 Our 1997 audit found that Non-Insured Health Benefits program expenditures were not well managed 
and, in most areas, not properly controlled. In particular, significant weaknesses in the management of pharmacy 
benefits allowed clients to access extremely high levels of prescription drugs. We noted numerous reports of 
prescription drug addiction and prescription-drug-related deaths of First Nations individuals in several provinces. 
We also found weaknesses in the management of contribution agreements for the delivery of community health 
programs as well as in the management of transfer agreements. 

15.6 Our follow-up found that the Department has made limited progress in ensuring that reports required 


under separate contribution agreements are provided. We also found that the Department’s performance reports 
contain limited information on the status of community health programs, including outcomes achieved. 


n 
! 
Ji 
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Jesh With respect to transfer agreements, we found that community health plans are still not being updated 
when agreements are renewed, and requirements for audits, annual reports and evaluations often are not met. 


15.8 The Department developed and implemented a protocol for following up with clients, physicians, 
pharmacists and professional bodies on cases that suggest possible prescription drug misuse. This has had some 
positive impact, with some regions starting to show a decline in the number of cases of individuals accessing large 
amounts of prescription drugs. However, as management was unsure of the appropriateness of the approach in the 
absence of either client consent or specific statutory authority for the Non-Insured Health Benefits program, this 
intervention was stopped in May 1999. There are still cases of program clients accessing large amounts of 
prescription drugs, and these require follow-up. 


15.9 |The Department was slow to develop and incorporate an audit strategy based on an appropriate 
assessment of risks in its new pharmacy and dental claims-processing contract. It also failed to ensure that the 
contractor perform the on-site audits of pharmacies and dental providers that the contract requires. We found few 
such audits undertaken since December 1998 to provide assurance that expenditures claimed had been incurred for 
the intended purposes. 


15.10 Progress to improve efficiencies in administering medical transportation benefits has been limited. 


Health Canada’s responses to our recommendations are included in this chapter. The Department is 
continuing with corrective action in response to our 1997 recommendations and has agreed to take action in 
response to our two new recommendations. 
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Introduction 


15.11 In 1997 we examined the way 
Health Canada managed the health 
programs it delivered to First Nations and 
Inuit people. This chapter follows up on 
the Department’s progress in correcting 
the weaknesses we had identified. 


15.12 There are significant differences 
in health status between the First Nations 
population and the Canadian population 
overall. Toward a Healthy Future: Second 
Report on the Health of Canadians, 
published in 1999 by the Federal, 
Provincial and Territorial Advisory 
Committee on Population Health, notes 
that the First Nations population compares 
poorly with that of the Canadian 
population along several indicators (see 
Exhibit 15.1). The Report of the Royal 
Commission on Aboriginal Peoples 
observed that health problems are many, 
serious and persistent, and that whatever 
diseases and problems are plaguing 
Canadians generally are likely to be more 
serious among Aboriginal people. The 
Canadian Institute for Health Information 
notes in Health Care in Canada 2000: A 
First Annual Report that Aboriginal 
people have life expectancies significantly 
shorter than those of the total Canadian 
population. It states that this large 
difference probably reflects the fact that 
the Aboriginal population is 
disproportionately more likely to be 
unemployed, less educated, poorly housed 
and living in poverty. 


15.13. At March 1999, there were 
approximately 672,000 status (or 
registered) Indians and recognized Inuit in 
Canada. This represents about two percent 
of the Canadian population. The First 
Nations population is growing by 

three percent annually — more than 
double the growth rate in the general 
population. This population growth is 
exerting significant pressure on the 
present infrastructure for delivering 
services. Other pressures on the delivery 
of health services to First Nations include 


aS 
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rising drug costs, high incidence among 
First Nations of some chronic diseases 
such as diabetes and cardiovascular 
diseases, a shortage of nurses, and 
provincial health care reforms. 


Delivery of health services to First 
Nations still presents considerable 
challenges 


15.14 A number of governments deliver 
health services to the First Nations 
population — provincial and territorial 
governments, the federal government 
through Health Canada, and First Nations 
local governments. Some provinces have 
included First Nations in programs beyond 
the provision of basic health services, 
while others have not. As we reported 

in 1997, the federal government maintains 
that it provides health services to status 
Indians and recognized Inuit as a matter of 
policy and not under treaty or other legal 
obligations. However, most First Nations 
generally consider that all necessary 
health services must be provided to them 
under Aboriginal and treaty rights and, as 
such, represent a fiduciary obligation 
owed to them by the Crown. 


15.15 Health Canada’s First Nations 
and Inuit Health Branch (formerly 
Medical Services Branch) delivers health 
services to over 600 First Nations 
communities. The Branch has a staff 


* The infant mortality rate is twice as high Exhibit 15.1 


among First Nations people as in the 
Canadian population as a whole. Selected Indicators of First 


¢ The life expectancy of the status Indian Nations Health Status 


population is seven years less than that of 
the overall Canadian population. 


¢ Suicide rates among Aboriginal groups 
have been reported at two to seven times 
higher than in the population at large. 


* The prevalence of all self-reported major 
chronic disease is significantly higher in 
Aboriginal communities than in the general 
population, and it appears to be increasing. 


Source: Toward a Healthy Future: Second Report 
on the Health of Canadians, 1999. 
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Exhibit 15.2 


Expenditures on Health Services to First Nations, 


1995-96 and 1998-99 


[| 1995-96 — $1.003 billion 
1998-99 — $1.037 billion 


complement of just under 1,400 full-time 
equivalents, headed by an assistant deputy 
minister. There are three main directorates 
at headquarters in Ottawa (First Nations 
and Inuit Health Programs; Program 
Policy, Transfer Secretariat and Planning; 
and Non-Insured Health Benefits) and 
seven regional offices (Atlantic, Quebec, 
Ontario, Manitoba, Saskatchewan, Alberta 
and Pacific). 


15.16 The Branch vision statement says 
that First Nations and Inuit people will 
have autonomy and control of their health 
programs and resources within a time 
frame to be determined in consultation 
with First Nations and Inuit people. The 
Branch objective is to assist First Nations 
and Inuit communities in addressing 
health inequalities and disease threats and 
attaining a level of health comparable 
with that of other Canadians living in 
similar locations, and to ensure the 
availability of, or access to, health 
services. The health services are provided 
mainly through community health 
programs (including those transferred to 
community control) and the Non-Insured 
Health Benefits program, which covers 


($ millions) 
600— 
500— 
400— 
300— 
200— 


100— 


(= 
Non-Insured 
Health 
Benefits 


Source: Health Canada, First Nations 


and Inuit Health Branch 


the costs of prescription drugs, dental 
care, medical transportation and other 
benefits. Total spending on these services 
was just over $1.0 billion in 1998-99 
(Exhibit 15.2). 


15.17 Community health programs 
delivered through separate contribution 
agreements and through transfer 
agreements. Community health programs 
comprise programs and activities related 
to public health, health education and 
promotion, as well as strategies to address 
specific health problems such as alcohol 
and drug abuse. 


15.18 The mechanisms for delivery of 
community health programs have changed 
over time. Initially, these programs were 
delivered directly by the Department. 
Most programs are now delivered through 
arrangements in partnership with First 
Nations organizations. The Department 
uses three basic types of agreements that 
give First Nations varying degrees of 
flexibility, control and responsibility to 
design programs. In order of increasing 
flexibility, these are separate contribution 
agreements, integrated community-based 


— 


Transfer Community Manage- 
Agreements Health Programs ment and 
Under Separate Support 


Contribution 
Agreements and 
Integrated 
Community-Based 
Health Services 
Agreements 


Report of the Auditor General of Canada - October 2000 


health services agreements and transfer 
agreements. 


15.19 More and more First Nations are 
managing their own health programs 
under transfer agreements. The current 
trend in Health Canada is to continue this 
devolution and to move out of direct 
delivery of health services. In March 1997 
about 27 percent of First Nations had 
signed a transfer agreement; by 

October 1999 this had risen to 44 percent 
of First Nations. The percentage of First 
Nations with contribution agreements 
showed a corresponding decrease — from 
60 percent to 37 percent. There were 
integrated agreements with 13 percent of 
First Nations in 1997, and with 19 percent 
in 1999. In 1998-99, spending on 
community health programs through 
agreements totalled about $464 million 
(Exhibit 15.2). 


15.20 Non-insured health benefits. 
The Non-Insured Health Benefits program 
covers a number of health-related benefits 
and services such as pharmacy, dental, 
medical transportation and other benefits. 
The purpose of the program is “to provide 
non-insured health benefits to First 
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Nations and Inuit people in a manner that 
is appropriate to their unique health needs; 
contributes to the achievement of an 
overall health status for First Nations and 
Inuit people that is comparable with that 
of the Canadian population as a whole; is 
sustainable from a fiscal and benefit 
management perspective; and facilitates 
First Nations and Inuit control at a time 
and pace of their choosing.” In 1998-99, 
Non-Insured Health Benefits expenditures 
totalled almost $532 million (see 

Exhibit 15.3). 


15.21 In keeping with the federal 
government’s commitment to a new 
relationship with First Nations and Inuit, 
the Department has embarked on a 
partnership approach with First Nations 
and Inuit in decision making on new 
program initiatives, funding, and program 
changes. The Department believes that 
this approach helps to enhance capacity 
among the First Nations and Inuit 
participants and helps ensure that their 
positions are reflected in the final 
decisions. 


Exhibit 15.3 


Expenditures on Non-Insured Health 
Benefits, 1995-96 and 1998-99 


1995-96 — $515.6 million [| 
1998-99 — $531.7 million J 


Other 
Expenditures* 


Transportation 


Supplies and 
Equipment 
* These include health premiums, vision benefits, other health care, and management Source: Health Canada, First Nations 
and support. and Inuit Health Branch 
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In 1997 we made 

12 recommendations; 
the Department agreed 
with them and 
committed to taking 
corrective action. 


The lack of timely and 
complete 
implementation of 
corrective action has 
serious implications 
for the delivery of 
health services to First 
Nations. 


Departmental commitment to improve 


15.22 In 1997 we identified weaknesses 
in the management of community health 
programs delivered through separate 
contribution agreements, the transfer of 
health programs to community control, 
and non-insured health benefits. We made 
12 recommendations; the Department 
agreed with them and committed to taking 
corrective action. 


15.23. The Standing Committee on 
Public Accounts held a hearing in 

late 1997 to discuss our audit. The 
Committee stated that it was anxious that 
the Department fulfil its commitment to 
take timely and complete corrective action 
and that the changes result in better 
management of health services and 
improved health for First Nations. The 
Committee made 10 recommendations in 
its Fifth Report, tabled in February 1998. 
In its July 1998 response to the 
Committee, Health Canada indicated that 
it was committed to continuous 
improvement in the effectiveness and 
efficiency of health programs for First 
Nations and Inuit. It provided an updated 
action plan in response to the Committee’s 
recommendations. 


Focus of the follow-up 


15.24 The follow-up focussed on 

our 1997 recommendations and on those 
made subsequently by the Public 
Accounts Committee. We looked at the 


Department’s commitments and its actions 


taken in response to our 1997 audit, 
including the progress it reported to the 
Public Accounts Committee and the 
updated status report it provided to us 
in 1999. We also looked at several new 
initiatives that are being delivered using 
funding mechanisms similar to those of 
other community health programs. Further 
details on the follow-up are found in 
About the Follow-up at the end of this 
chapter. 


Observations and 
Recommendations 


Health Canada has not made sufficient 
progress to correct deficiencies 


15.25 The Department has initiated 
action to respond to our observations and 
recommendations. However, we are 
concerned that the Department has not yet 
made sufficient progress to fix many of 
the problems we identified in 1997. The 
lack of timely and complete 
implementation of corrective action has 
serious implications for the delivery of 
health services to First Nations. Our 
overall assessment of progress made by 
the Department is summarized in the 
Appendix. 


Community Health Programs 
Delivered Through Separate 
Contribution Agreements 


15.26 In 1997 we found that the 
Department’s management of separate 
contribution agreements was weak. The 
required reports on community health 
programs were not being produced and the 
Department was doing little follow-up 
with First Nations to build capacity. We 
recommended that it review the structure 
of community health programs, clarify 
program objectives, ensure that it received 
the required reports, and work with First 
Nations to improve their reporting to 
include information on results achieved. 
The Public Accounts Committee 
recommended that the Department 
monitor community health programs in 
accordance with departmental policies, 
supported by thorough evaluation of risk 
and targeted accordingly. The Committee 
also recommended that in its annual 
departmental performance reports Health 
Canada provide information on the status 
of community health programs, including 
information on its monitoring activities 
and on health outcomes achieved. The 
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Department agreed with the 
recommendations. 


15.27. The Department committed to 
take steps to reduce program overlap. It 
indicated that it would develop guidelines 
to ensure that agreements have clearly 
defined objectives and activities to be 
undertaken. It stated that it would ensure 
that it received annual reports and would 
review all reports to identify any 
corrective action necessary. It also stated 
that it would implement new mechanisms, 
such as the automated contribution 
system, to improve the monitoring of 
activity reporting. 


Continuous and sustained effort is 
required to fully implement our 
recommendations 


15.28 Overlapping of programs. 
Health Canada has made changes to its 
Planning, Reporting and Accountability 
Structure, but the authorities for programs 
delivered under contribution agreements 
are unchanged. Our follow-up review of 
documentation for 35 contribution 
agreements found that there is still some 
overlap between program objectives. The 
Department has initiated a project that 
will identify specific objectives for each 
program, and it believes this will alleviate 
the overlap of program objectives. 
Objectives will be refined and the manner 
in which programs are delivered will 
change, as core objectives and programs 
are redefined. This project has the 
potential to reduce overlap of program 
objectives. However, at the time of our 
audit this work had not been completed 
and overlap continued to exist. The 
Branch will need to ensure that once the 
project is completed, these new objectives 
are reflected in contribution agreements. 


15.29 Health Canada should ensure 
that its program structure reflects the 
manner in which community health 
programs are actually delivered. 


Department’s response: Agreed. The 
program structure was changed to better 
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reflect how programs are delivered. It 
provides the flexibility for reallocation of 
program dollars to other health areas of 
greater need. Work will continue to refine 
and further define the core (mandatory) 
and the discretionary programs under the 
program Structure and program transfer 
initiative in order to facilitate a clearer 
understanding of the program structure. 
This is being done in partnership with 
First Nations and Inuit. 


15.30 Clear objectives and activities. 
Our follow-up found that the Department 
has been working with some First Nations 
to encourage them to clearly define 
program objectives and measures of 
success, with departmental staff working 
directly with these First Nations on 
specific programs. Our review of 35 
contribution agreements, however, found 
that in over half of the cases, programs 
still do not include clear objectives and 
activities specific to the community 
(Exhibit 15.4). In many cases, 
contribution agreements gave no 
indication of how the community would 
know whether the activities were 
successful. As well, the Department has 
not yet developed formal guidelines to 
assist First Nations in ensuring that 
agreements include clear objectives. 


15.31 Health Canada should continue 
to work with First Nations to ensure 
that the contribution agreements are 
clear about specific objectives and 
activities that First Nations will 
undertake. It should continue its efforts 
to encourage First Nations to define 
measures of success. 


Department’s response: Agreed. The 
Department is developing a program 
compendium that will identify, for each 
program area, the objectives, program 
reporting requirements and program 
indicators. Once finalized, the 
compendium will form the basis for 
objectives and activities of contribution 
agreements. This work is being done in 
partnership with First Nations and Inuit. 


Report of the Auditor General of Canada - October 2000 


a SS 


Health Canada - First Nations Health: Follow-up 


We found some 
encouraging 
improvement in the 
provision of activity 
reports required under 
contribution 
agreements. 


Exhibit 15.4 


15.32 Activity reports. We found some 
encouraging improvement in the provision 
of activity reports required under 
contribution agreements (Exhibit 15.4). 

In 1997 we found in a sample of 
contribution agreements we examined that 
the Department had received 33 percent of 
the required activity reports. Our 
follow-up review of 35 contribution 
agreements found that the Department 
now has 51 percent of required activity 
reports. However, this improvement is 
largely due to improved reporting on the 
Brighter Futures program — activity 
reports were provided for 71 percent of 
agreements, up from 32 percent in 1997. 
There is still some distance to go before 
all the required activity reports are 
completed for all programs. The success 
we noted in the Brighter Futures program 
needs to be carried over to other 
programs. We also noted that Health 
Canada has worked with some First 
Nations to ensure that activity reports 
provide information on results, but mostly 
the reports are still lists of activities 
undertaken. More Branch support is 
needed to build First Nations’ capacity to 
meet their reporting requirements under 
these agreements. In addition, the Branch 


Assessment of Contribution Agreements 


recognizes the need for systematic 
follow-up to ensure that the agreements 
are monitored. 


15.33 Health Canada should ensure 
that it receives all the activity reports 
required under contribution 
agreements. It should work closely with 
First Nations to improve the activity 
reports so that they provide information 
on results achieved. 


Department’s response: Agreed. The 
Department is actively working with First 
Nations to develop and implement tools to 
improve program reporting and 
completion rates. At the same time, the 
Department will continue to work with 
First Nations to find ways of developing 
the capacity to ensure that all 
communities are able to use the reporting 
tools and the data being reported and are 
capable of analyzing the impact of 
activities on community health programs. 
Monitoring and follow-up requirements 
will be incorporated in the planned 
automation of the national contribution 
system to regulate the receipt of activity 
reports. 


Agreements with clear objectives and Agreements with 
Program activities for the specific community activity reports 
1997 Audit 2000 Follow-up 1997 Audit 2000 Follow-up 
| Community Health Representatives 15% 28% 39% 41% 
National Native Alcohol and 
Drug Abuse Program 19% 28% 32% 44% 
Brighter Futures 59% 61% 32% 71% 
Building Healthy Communities 59% 50% 27% 48% 
For all programs 38% 42% 33% 51% 


Note: 1997 observations based on analysis of contribution agreements from 40 communities; 2000 observations based on analysis of 
contribution agreements from 35 communities. 
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Management of contribution 
agreements is still weak 


15.34 We expected that the Department 
would have taken steps to improve its 
management of contribution agreements. 
Our follow-up found that the 
Department’s monitoring of reporting 
requirements remains weak. The proposed 
automated contribution system, which the 
Department had indicated would improve 
its monitoring of reporting requirements 
by tracking whether reports were 
provided, is operational in only two 
regions. The Department recognizes that it 
must give more attention to providing 
support to help First Nations improve their 
capacity to meet reporting requirements 
under contribution agreements. 


15.35 The Department’s internal audits 
of contributions have confirmed the need 
for improved reporting. In some cases, 
these audits have also observed the need 
to ensure that program policies and 
objectives are respected and that 
expenditures meet program terms and 
conditions. 


15.36 There are indications that the 
Department has become more proactive in 
monitoring contribution agreements. For 
example, in two instances it stopped 
payments until it received the required 
reports. One region has improved its 
tracking of the reports required from each 
First Nation. However, not all regions 
have taken these actions. 


15.37 Performance information on 
community health programs. Apart from 
a 1998 evaluation of the National Native 
Alcohol and Drug Abuse Program, a 1999 
review of the Tuberculosis program, and 
a 1999 evaluation of the Indian and Inuit 
Health Careers Program, there is little 
information at the national level on the 
results of individual community-based 
programs. It is still difficult to attribute 
results to specific community health 
programs. Health Canada’s recent 
departmental performance reports to 
Parliament have provided limited 
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information on the status of community 
health programs, including outcomes 
achieved. 


Transfer of Health Programs to 
Community Control 


Management of the transfer initiative 
needs improvement 


15.38 In 1997 we found that the 
Department had developed a sound 
transfer framework but had not fully 
implemented it, leaving some gaps and 
deficiencies. We recommended that it 
ensure that First Nations meet the 
requirements for audits, annual reports 
and evaluations under transfer agreements 
and that updated community health plans 
meet the basic requirements and form the 
basis of both initial and renewed transfer 
agreements. We also recommended that 
the Department ensure that future 
evaluations of the transfer initiative 
determine the extent to which it has 
contributed to improving the health of 
First Nations. As well, the Public 
Accounts Committee recommended that 
Health Canada monitor the transfer of the 
delivery of community health programs to 
First Nations communities and work with 
the communities to ensure that they meet 
the conditions set out in the accountability 
framework. The Committee also 
recommended that the Department ensure 
that the audit and evaluation requirements 
of all transfer agreements are satisfied. 
The Department agreed with all of the 
recommendations. 


15.39 In response to our 
recommendations, the Department 
updated its transfer handbook, including 
the requirements for community health 
plans. It revised the reporting and auditing 
guidelines to clarify the comprehensive 
audit requirements specified under 
transfer agreements. It also revised the 
requirement for evaluations, which now 
are to be completed in the fourth year of a 
five-year agreement to facilitate review 
and implementation of new strategies as 
required. This evaluation is intended to 


The Department 


recognizes that it must 
give more attention to 
providing support to 


help First Nations 


improve their capacity 


to meet reporting 


requirements under 


contribution 
agreements. 
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serve as the basis for negotiating the 
renewal of the transfer agreement. The 
Department is now developing a new 
accountability framework that it considers 
will be appropriate as more First Nations 
take greater control of their health 
programs through transfer agreements and 
self-government. The Department stated 
that a phased implementation of the 
framework will commence in 2001-02, 
once it has obtained input from First 
Nations and completed consultation with 
them. 


15.40 Updated community health 
plans. In 1997 we observed that about 
three quarters of renewed transfer 
agreements we reviewed were based not 
on updated community health plans but on 
plans developed at the beginning of the 
transfer process, more than five years 
earlier. Our follow-up found that the 
situation remains the same. We reviewed a 
sample of 13 agreements that had been 
renewed for a subsequent term in the 
period since our 1997 Report. Our 
analysis identified nine of them 

(69 percent) that were signed without an 
updated community health plan. 


15.41 Health Canada should work 
more closely with First Nations to 
ensure that updated community health 
plans that meet the basic requirements 
are prepared, and that they form the 
basis of both initial and renewed 
transfer agreements. 


Department’s response: Agreed. The 
Department will establish a more timely 
and rigorous process to ensure that 
community health plans are updated as the 


health priorities of First Nations 


communities change and, as a minimum, 
the community health plans will be 
updated prior to the renewal of transfer 
agreements. 


15.42 Audits. In 1997 we found that the 
Department had received an annual audit 
report on most agreements but that very 
few of these covered all the aspects 
required by the Department’s 
comprehensive audit guidelines. The 


Department subsequently revised the 
guidelines to clarify the nature and scope 
of comprehensive audit requirements. Our 
follow-up found that most First Nations 
(70 percent) had provided an audit report 
for 1998-99. However, these reports 
provided conclusions only on the fairness 
of the financial statements and not on 
non-financial commitments, such as 
compliance with the terms and conditions 
of the agreement as the guidelines require. 


15.43 Health Canada should ensure 
that the audit requirements under 
transfer agreements are met. 


Department’s response: Agreed. Audit 
requirements have been clarified. The 
Department will establish a rigorous 
monitoring and follow-up process to 
ensure that the appropriate audit reports 
are received on a timely basis. 


15.44 Annual reports. In 1997, we 
reported that while most First Nations 
prepared annual reports, the Department 
needed to work with First Nations under 
transfer agreements to improve the 
measurement of services provided and of 
changes to health. Our follow-up found no 
notable improvement: just under two 
thirds of the files we reviewed contained 
an annual report for fiscal year 1998-99. 
Moreover, the reports were mostly lists of 
activities undertaken and often did not 
include performance information. 


15.45 Health Canada should continue 
to work with First Nations to improve 
the measurement of the services 
provided and of expected changes to 
health. These measures should be 
included in the annual reports and the 
Department should ensure that these 
reports are provided. 


Department’s response: Agreed. The 
Department continues to work on the 
development of measurements and 
outcomes as part of a new accountability 
framework. However, it is difficult to 
establish a direct correlation between 
services provided and changes expected in 
health status, because health services are 
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just one determinant of health status. 
Nonetheless, health indicators are being 
developed and they will be incorporated 
into appropriate reports as part of the 
reporting required of communities. The 
full impact of these improvements will not 
be known for at least five years, given the 
length of the evaluation period. The 
framework is currently being completed in 
partnership with the Assembly of First 
Nations (AFN) and the Inuit Tapirisat of 
Canada (ITC) to help ensure its successful 
implementation over two fiscal years. 


15.46 Evaluations. The Department 
agreed with our recommendation that 
future evaluations of the transfer initiative 
determine the extent to which the 
initiative has contributed to improving the 
health of First Nations. It stated that 
recent improvements in both methodology 
and technology would assist it in working 
with First Nations to produce useful and 
meaningful measurements. The Public 
Accounts Committee had asked whether a 
future national evaluation of the transfer 
initiative was a possibility and whether an 
evaluation framework had been 
established. The Department indicated 
that in its view, more emphasis on 
community-based evaluations would lead 
to better health information to determine 
whether health status had improved. It 
added that the national perspective on 
improvement in health status would be 
derived from an aggregation of 
community-based evaluations from across 
the country. 


15.47 Only two of four transfer 
agreements we reviewed in 1997 had been 
evaluated as required by the transfer 
agreements. In our follow-up we reviewed 
the documentation for 14 transfer 
agreements renewed since 1997. Six were 
renewed without having the evaluations 
completed, contrary to the Department’s 
framework. 


15.48 The eight evaluations that had 
been completed varied in quality. They 
were often hampered by a lack of clear 
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objectives for health programs and, more 
important, by limited availability of data 
on which to base an analysis. 


15.49 As well, the Department faces 
challenges in ensuring the timely 
completion of evaluation plans required of 
First Nations under transfer. The 
framework requires that First Nations 
submit evaluation plans by the end of the 
first year of the transfer agreement. We 
found that just over one third of the 
agreements we reviewed included 
evaluation plans, and sometimes they had 
been submitted later than one year into the 
five-year agreement. It is important that 
these evaluation plans be completed early 
on to ensure that adequate data are 
routinely collected during the course of 
the agreement. 


15.50 Health Canada should ensure 
that First Nations conduct the required 
evaluations of the achievement of 
program objectives and that future 
evaluations will determine the extent to 
which the transfer initiative contributes 
to improving the health of First Nations. 


Department’s response: Agreed. The 
Department will establish a more timely 
and rigorous approach to ensure that 
community-based evaluations are 
completed by communities prior to the 
renewal of transfer agreements. 
Improvement in the health of First Nations 
is difficult to determine, given that First 
Nations’ management of community-based 
health services, which is the goal of the 
transfer initiative, is not the only factor 
that contributes to the health of First 
Nations. The community-based 
evaluations will be analyzed and will form 
the basis of a national perspective on how 
the transfer initiative contributes to the 
health of First Nations. 


The Department has underestimated the 
support needed by First Nations 


15.51 Over the past five years, the 
delivery of community health programs 
has seen a significant shift from 
contribution agreements to transfers to 
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Reporting 
requirements under 
transfer agreements 
are still not met. 


15.53 


community control. Changes in the 
Branch organizational structure have 
included staff reductions and zone 
closures. Although the Branch’s budget 
has increased each year since 1992-93, 
the number of full-time-equivalent staff 
has generally decreased. In 1992-93 the 
Branch had 1,965 full-time-equivalent 
staff. By 1998-99 this had dropped to 
1,263. Health Canada now recognizes that 
it may have underestimated the ongoing 
work required to support First Nations as 
they take on transfer agreements. The 
Department has been largely focussed on 
program delivery, and it recognizes that it 
could have been more diligent in ensuring 
that reporting requirements were met. It 
also realizes that it needs to devote more 
attention to ensuring that First Nations 
have the capacity and tools to manage and 
report on their programs and, in some 
cases, that it needs to sustain this attention 
over a significant period of time. 


Non-Insured Health Benefits 


Significant concerns remain about the 
management of non-insured health 
benefits 


15.52. In 1997 we found that 
Non-Insured Health Benefits program 
expenditures were not well managed and, 
in most cases, not properly controlled. 
Program benefits were subject to abuse by 
clients and providers. Systems and 
controls, including verification of claims 
and audits of providers, were inadequate. 


We also reported in 1997 that 
prescription drug misuse was not unique 
to First Nations. However, it had serious 
implications for First Nations health, 
particularly when the program was 
intended to improve it. We noted that 
there were numerous reports of 
prescription drug addiction and 
prescription-drug-related deaths of First 
Nations individuals in several provinces 
between 1986 and 1996, and that one 


region reported 42 prescription-drug- 
related deaths during 1986-88. 


15.54 In addition, we observed in 

our 1997 chapter that by pharmacy and 
doctor “shopping”, program clients could 
obtain extremely large amounts of 
prescription drugs over short periods of 
time, including mood-altering drugs. The 
Department was also concerned that some 
physicians might have been 
overprescribing mood-altering drugs to 
First Nations patients. We recommended 
that Health Canada ensure that the 
point-of-service system it was 
implementing for prescription drugs 
facilitate timely intervention when 
potentially inappropriate prescription drug 
use was identified. We also recommended 
that it provide a clear protocol to guide 
intervention and closely monitor 
pharmacists’ overrides of warning 
messages. In cases where it identified a 
significant pattern of inappropriate use of 
prescription drugs, we recommended that 
the Department perform a more rigorous 
follow-up with clients, physicians, 
pharmacists and professional bodies. 
Finally, we recommended that it take 
appropriate steps to improve controls and 
edits in the claims-processing system and 
strengthen the verification of claims. 
Health Canada agreed with these 
recommendations. 


15.55 Similarly, the Public Accounts 
Committee recommended that the 
Department monitor the use of overrides 
and step up its efforts to devise an 
incentive scheme for those pharmacists 
who do not fill prescriptions when 
warning messages are issued. It also 
recommended that Health Canada explore 
with various jurisdictions the possibility of 
having access-to-information and privacy 
legislation amended in order to allow its 
point-of-service system to provide more 
information on recent prescriptions. 
Health Canada also agreed with these 
recommendations. 
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The point-of-service system for 
prescription drugs is now fully 
operational 


15.56 At the time of our 1997 audit, the 
Department was testing a point-of-service 
system — a key mechanism in the 
administration of pharmacy benefits and 
the control of prescription drug use. The 
system was to be fully implemented in the 
fall of 1997. However, the use of the 
point-of-service system was contingent 
upon pharmacies enrolling in the system, 
and the take-up was much slower than 
anticipated. The Department indicated 
that some pharmacy associations were 
reluctant at first to endorse the system. By 
May 1998, only 60 percent of the 
pharmacies that serve First Nations clients 
were on-line. 


15.57. On 1 April 2000 the system 
became mandatory, and virtually all 
pharmacies serving Non-Insured Health 
Benefits clients are now connected to this 
system. The Department has reached 
agreements with three provincial 
pharmacy bodies on compensating 
pharmacists for professional services in 
cases where they have not filled a 
prescription for valid reasons. However, 
few pharmacists are taking advantage of 
this provision. 


Inadequate monitoring of drug 
utilization warning messages 


15.58 In 1997 we noted that the 
point-of-service system then being tested 
would provide the dates of the client’s last 
three prescriptions. As the system would 
not provide a client’s full drug profile or 
complete information on doctors visited at 
the time of dispensing, the Department 
stated that it intended to strengthen the 
drug utilization warning messages to 
pharmacists. We cautioned the 
Department that it would need to closely 
monitor pharmacists’ overrides of drug 
utilization warning messages. 


15.59 As implemented, the 
point-of-service system for prescription 
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drugs is not designed to provide detailed 
information on previous prescriptions 
obtained or doctors visited. Nor does it 
provide the dates of the client’s last three 
prescriptions. Drug utilization warning 
messages remain essentially the same as 
those proposed. When a pharmacist enters 
the details of a prescription into a 
computer, the system may generate any of 
three drug utilization warning messages 
(drug-to-drug interaction potential; 
duplicate drug; duplicate drug-other 
pharmacy) to which the pharmacist must 
respond — either to accept the message 
that the claim is rejected or to override the 
drug utilization warning message and 
dispense the prescription. The system may 
also generate two “soft” messages 
(duplicate therapy, and duplicate 
therapy-other pharmacy) that allow for 
automatic overrides by pharmacists. 


15.60 In 1999, nearly seven million 
pharmacy claims were processed. Data 
provided by the claims-processing 
contractor show that the system had 
generated drug utilization warning 
messages on 297,693 claims, representing 
approximately 4.2 percent of all claims. 
The prescriptions were not filled in 
183,914 (61.8 percent) of these cases, 
representing a total of approximately 
$5.3 million not claimed. 


15.61 Drug utilization warning 
messages on the remaining 113,779 claims 
were overridden by pharmacists and the 
claims were therefore paid by the program 
— a total of about $3.0 million. The 
system requires the pharmacist to enter a 
code that signals the reason for overriding 
a drug utilization warning message. The 
reasons provided most often were that the 
pharmacist had consulted the prescribing 
physician and filled the prescription as 
written (42 percent); the client had given 
an adequate explanation and the 
prescription was filled as written 

(25 percent); the pharmacist had cautioned 
the client and filled the prescription as 
written (16 percent); and the pharmacist 
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We did not find 
sufficient analysis to 
indicate whether the 
drug utilization 
warning messages are 
effective. 


Exhibit 15.5 


had consulted another source and filled 
the prescription as written (11 percent). 


15.62 However, the Department has not 
adequately monitored pharmacists’ 
overrides of drug utilization warning 
messages. In fact, until early 2000 the 
claims-processing contractor had provided 
no information to the Branch on the 
frequency of either the drug utilization 
warning messages or the overrides. Since 
March 2000, the Branch has begun to 
analyze the data. However, we did not 
find sufficient analysis to indicate whether 
the drug utilization warning messages are 
effective, to identify which pharmacists 
are overriding the warning messages and 
whether their actions are appropriate, and 
to determine whether prescriptions 
rejected by some pharmacists have been 
filled by other pharmacists. Nor did we 
find sufficient analysis to indicate how 
clients with very large numbers of 
prescriptions are getting through the 


Analysis of Access to Prescription Drugs by Non-Insured Health Benefits Clients 


system and whether there are valid 
reasons for why this happens. 


15.63 Clients are still accessing large 
amounts of prescription drugs. While 
the Department has implemented a 
point-of-service system and some new 
controls, some program clients are 
nonetheless still able to access extremely 
large quantities of prescription drugs. 
Based on the criteria used by some 
provincial bodies to monitor prescription 
drugs, we analyzed departmental data up 
to the end of the third quarter 

of 1999-2000. The data show some 
reduction in some regions in the number 
of clients going to three or more 
pharmacies and in the number of clients 
getting over 15 different drugs over a 
90-day period. However, the number of 
clients getting at least 50 prescriptions 
filled within a 90-day period has increased 
in most regions. Overall, the numbers 
remain high (Exhibit 15.5). 


Number of clients going to Number of clients getting Number of clients getting 

Region 3 or more pharmacies over 15 different drugs at least 50 prescriptions 
18t quarter | 18t quarter | 3" quarter | 18‘quarter | 18‘ quarter | 34 quarter | 15' quarter | 18t quarter | 3'4 quarter 

1996 1999 1999 1996 1999 1999 1996 1999 1999 
Pacific 1,931 1,836 1,745 107 126 118 97 BIG) 158 
Alberta 5,354 4,693 4,522 867 S27 500 387 234 259 
Sask. 2,960 3,618 3,130 199 260 233 22 31 124 
Manitoba 1,991 2,301 PPTs) 129 185 170 oy 70 62 
Ontario 1,728 1,743 1,600 121 145 121 63 97 124 
Quebec 373) 486 496 39 96 54 84 Ppa 254 
Atlantic | 678 367 359 WM) 48 48 20 14 17 
Total 15,015 15,044 14,077 1,599 1,387 es 1,244 710 ps sii 998 
Notes: 


1. At March 1996 there were approximately 620,000 eligible clients and at March 1999 approximately 672,000. 


2. The following criteria (for a 90-day period) are used by some provincial bodies to identify cases for review: 


going to three or more pharmacies to get prescription drugs dispensed 
obtaining more than 15 different prescription drugs 


* obtaining 50 or more prescriptions 
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Source: Health Canada 
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15.64 Health Canada should more 
closely monitor pharmacists’ overrides 
of drug utilization warning messages 
and undertake rigorous analysis on an 
ongoing basis to assess the effectiveness 
of the messages. 


Department’s response: Agreed. Delays 
were experienced in the start of the 
Non-Insured Health Benefits 
claims-processing contract. Delays in 
receiving reports from the contractor 
further held up the implementation of the 
strategy. The Department uses 19 
indicators against which the pharmacists 
are profiled. As of March 2000, the 
Department uses this profile when 
monitoring pharmacists’ overrides of drug 
utilization messages on a three-month 
retrospective basis. Additionally, the 
messages themselves will be subject to 
review and, as part of the strategy, will 
continue to be changed as required. 


Early success of direct intervention 
under the drug utilization protocol was 
not sustained 


15.65 In 1997 we found that the 
Department was slow to intervene in cases 
of prescription drug misuse. It has since 
updated and implemented its drug 
utilization review protocol to better 
identify and follow up on cases that 
suggest prescription drug misuse. This 
intervention — involving following up 
with clients, physicians, pharmacists and 
professional bodies — has had some 
positive impact: in particular, evidence 
from the Alberta and Saskatchewan 
regions up to early 1999 shows a decline 
in the number of cases involving access to 
large amounts of central nervous system 
drugs. 


15.66 Because management was unsure 
of the appropriateness of the approach in 
the absence of either client consent or 
specific statutory authority for the 
program, this intervention was stopped in 
May 1999. The Department issued a 
revised protocol that states that misuse of 


SS 
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benefits will be identified primarily 
through the point-of-service system (and 
the drug utilization warning messages that 
the system generates). Evidence from 
some regions shows that the number of 
cases of access to large amounts of central 
nervous system drugs has started to 
increase again, and these cases require 
follow-up. 


15.67 In our 1993 Report, we noted that 
the absence of specific enabling 
legislation for the Non-Insured Health 
Benefits program left a gap in the 
definition of purpose, expected results, 
and outcomes of program benefits. We 
recommended that the Department seek a 
renewed mandate from the government to 
clarify the program’s authority base, 
purpose and objective. Our 1997 audit 
found that the renewed policy mandate 
defined the nature of the program, 
including its purpose and objective as well 
as the principles governing it. However, it 
did not address the need to clarify the 
authority base for the program. There is 
still no specific legislation recognizing 
non-insured health benefits. 


15.68 Health Canada is currently 
considering options to deal with this 
situation. These include recommending 
legislation and regulations that would 
authorize it to use client information in 
the administration and management of the 
program, and pursuing positive or 
voluntary enrolment of clients (one-time 
signed consent to the use of their personal 
health information by the program). The 
option it will choose to pursue will be 
determined after discussions with First 
Nations. 


15.69 In cases where it identifies a 
significant pattern of inappropriate use 
of prescription drugs, Health Canada 
should continue to perform a rigorous 
follow-up with Non-Insured Health 
Benefits clients, physicians, pharmacists 
and professional bodies. Health Canada 
should ensure that it has the means to 
implement this action. 
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Department’s response: Agreed. The 
Department will continue to monitor and 
profile pharmacists and physicians 
through its Drug Utilization Review 
(DUR) initiative. The Department is 
working with the First Nations on the 
issue of consent with respect to Drug 
Utilization Review. Once consent is 
obtained, Drug Utilization Review will be 
fully reinstated. 


15.70 As part of our current follow-up 
we asked for the most recent information 
the Department had available on 
prescription-drug-related deaths. It 
provided us with information from only 
one region, and, moreover, only to the end 
of 1997. We believe that the Department 
needs to collect this information 
systematically in all regions for use in 
assessing prescription drug misuse and 
addiction problems. 


15.71 Health Canada should 
systematically gather data on 
prescription-drug-related deaths of 
First Nations individuals in all regions. 


Department’s response: The data are 
collected by provincial/territorial bureaus 
of vital statistics and may or may not 
provide sufficient information related to 
First Nations and Inuit. The Department 
agrees to review provincial/territorial 
information to determine if this 
information is available and will explore 
the feasibility of integrating the available 
information into regional and national 
comparisons. The Department will 
continue to liaise with the provinces and 
territories with respect to 


‘prescription-drug-related deaths. 


Work on addressing multiple addiction 
problems is ongoing 


15.72 In 1997 we recommended that 
the Department build on its existing 
strategies to address the combined 
problem of prescription drug abuse and 
solvent and alcohol abuse, and increase 
efforts in community health programs for 


prevention, community education and 
treatment of prescription drug addiction. 


15.73 The Department recognized that 
multiple addiction is a long-term and 
complex problem. It has developed a 
national educational program on 
prescription drug use and misuse. Work is 
ongoing with National Native Alcohol and 
Drug Abuse Program treatment centres to 
define the complexities of the problem. 
Training in dealing with multiple 
addictions has been initiated for treatment 
centre staff. Continuing effort to integrate 
community health programs is needed to 
deal with multiple addictions. 


15.74 Health Canada should continue 
to build on its existing strategies to 
address the combined problem of 
prescription drug abuse and solvent and 
alcohol abuse, and increase efforts in 
community health programs relating to 
prevention, community education, and 
treatment of prescription drug 
addiction. 


Department’s response: Agreed. Work 
continues with First Nations and Inuit 
communities on the correct use of 
prescription drugs and the problems of 
prescription drug misuse. Two educational 
videos were produced and distributed to 
all First Nations and Inuit communities. 
As a result of the positive responses to the 
videos, additional prevention and 
promotion activities are under way. These 
include the development of tools to 
facilitate community-level discussions of 
prescription drug misuse, televised public 
service announcements that will be aired 
in late fall 2000 or early in 2001, and 
community drug profiles that will allow 
community health professionals to identify 
and address potential issues surrounding 
prescription drug use and misuse. In 
addition, the Department has targeted 
National Native Alcohol and Drug Abuse 
Program (NNADAP) Centres to deal 
specifically with issues of multiple or 
cross addiction, and it agrees to continue 
building on existing strategies and 
programs to ensure a consistent approach 
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to the combined problem of prescription 
drug, solvent and alcohol abuse. The 
Department will ensure that prevention 
and promotion materials and community 
education address the combined problem. 


Health Canada has been slow in 
developing an appropriate strategy for 
audit of providers 


15.75 In 1997 we identified significant 
risks associated with the Non-Insured 
Health Benefits program. We found 
weaknesses in claims-processing controls 
and edits and stressed the need to 
strengthen verification of claims and 
audits of providers. In particular, we found 
that on-site audits of providers did not 
provide a reasonable degree of assurance 
that expenditures had been made for the 
intended purposes. The audit strategy was 
not based on an appropriate assessment of 
risks, and audits were targeted mainly at a 
small number of high-volume providers. 
In addition, we recommended that the 
Department clarify and enforce 
compliance with the contract requirement 
for audit of pharmacy and dental providers 
by the contractor. The Department agreed, 
stating that improvements had been made 
to the audit provisions of the new 
claims-processing contract. 


15.76 The new claims processor’s 
contract was signed on 16 October 1997, 
with claims-processing services 
commencing 1 December 1998. The 
signing of a new contract gave the 
Department an opportunity to specify 
requirements that would fill some of the 
deficiencies identified in our 1997 audit. 
However, our follow-up found that a 
number of those deficiencies have not yet 
been corrected. 


15.77 The contractor proposed an 
overall audit approach that included 
applying criteria to profile pharmacies and 
dental providers for audit and conducting 
60 on-site audits of both pharmacies and 
dental providers annually; and 
undertaking reviews of claims 
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submissions — referred to as next-day 
on-line audits — that would meet 
specified criteria. In addition, the 
Department also considered dental 
predetermination (described in 
paragraphs 15.90 and 15.91) to be an 
important component in reducing risks 
related to dental benefits. 


15.78 The Department advised the 
Public Accounts Committee, in a letter 
dated 12 February 1998, that audit 
provisions had been strengthened in the 
new cClaims-processing contract. On 

30 April 1998, the Chair of the Committee 
asked for details about the new contract, 
including the number of provider audits 
that would be undertaken; how the audits 
would be conducted; what steps would be 
taken to ensure that providers comply with 
audit requirements; how conditions set 
forth in the new contract would provide 
assurance that expenditures are made for 
the intended purposes; and whether the 
audit strategy under the new contract 
would be based on an appropriate 
assessment of risks. 


15.79 The Department responded in 
May 1998 that it had contracted with a 
national consulting firm to help develop a 
plan for improving audit capacity. This 
would include providing advice on a new 
audit strategy based on assessment of 
risks, audit coverage and how audits 
would be conducted. The firm completed 
its examination in November 1998. The 
examination identified significant gaps 
between what the new claims-processing 
contractor was contracted to deliver and 
what is required to adequately address 
issues facing the Non-Insured Health 
Benefits program. 


15.80 The consulting firm concluded 
that because of limitations in the contract 
and the contractor’s mandate, the overall 
level of audit activity mutually agreed 
upon by the contractor and the 
Department would not be sufficient to 
accomplish the Department’s goals and 
objectives and to adequately address the 
issues raised by the Auditor General. The 
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There is a significant 
gap between the depth 
of the audit coverage 
and the overall risk of 
the program. 


firm stated that there is a significant gap 
between the depth of the audit coverage 
and the overall risk of the program, and 
that the contract does not promote 
increased levels of audit activity to 
minimize that risk. 


15.81 In response to the consulting 
firm’s recommendations, the Branch 
decided in October 1999 to establish a risk 
management team in the fourth quarter 

of 1999-2000. In the first quarter of 
2000-01 the team would identify the risks 
to the program, and in the second quarter 
it would develop and implement risk 
controls. 


Few of the required on-site audits of 
providers have been completed 


15.82 Approximately 7,000 pharmacies 
and 22,000 dental providers serve First 
Nations clients. The contractor is required 
to perform no fewer than 60 on-site audits 
of pharmacies and 60 on-site audits of 
dental providers annually. Even though 
the consulting firm concluded that the 
audit coverage was inadequate, we found 
in our follow-up that the Department had 
not ensured that the contractor complied 
with this existing requirement. Only 

29 on-site pharmacy audits were 
undertaken in 1998-99, and another 

24 were initiated in 1999-2000. Only one 
on-site audit of a dental provider has been 
performed in the last two fiscal years. 
Health Canada has indicated that it 
expects the contractor to make up for the 
shortfall in on-site audits by the end of 
fiscal year 2000-01. 


15.83 In addition to routine audits of 
providers, some investigations into 
suspected fraudulent practices have been 
undertaken with the involvement of the 
Department’s internal audit directorate. 
These investigations recently resulted in 
two convictions. Several other 
investigations are under way. 


15.84 The contractor has carried out 
next-day on-line audits since 
December 1998. These are done the day 


after a claim is submitted, and they focus 
on a sample of claims above a specific 
dollar threshold to determine if further 
investigation is warranted. We note that 
this threshold is several times higher than 
the average value of a pharmacy claim. Of 
the nearly seven million pharmacy claims 
submitted in 1999, about 150,000 or 

2.2 percent were above the threshold. Of 
these, the contractor reviewed a sample of 
around 12,000 or 8.0 percent — only 

0.2 percent of all claims submitted 

in 1999. The Department reported that a 
total of approximately $159,000 was 
recovered as a result of this procedure. 
This is an important component of the 
audit strategy but given the limited 
coverage, it is important that the other 
components of the audit strategy be fully 
implemented. 


Other problems with claims-processing 
contract 


15.85 Non-compliance with reporting 
requirements. As part of its contractual 
obligation, the contractor is to generate a 
series of monthly and quarterly reports on 
activities related to pharmacy benefits (for 
example, lists of all claims that were 
adjusted/reversed and recoveries made as 
a result of system edits) so the Department 
can monitor the contractor’s performance. 
However, the contractor did not provide 
any of these reports in 1999 although the 
Department asked for them. The first 
reports were not provided until 

January 2000. To date, the Branch has 
withheld from the contractor a total of 
approximately $1.6 million in monthly 
payments for not fulfilling its contractual 
obligations. 


15.86 In 1997 we identified problems 
with the system edits used to identify 
duplicate claims. In our follow-up, we 
were encouraged to find that those 
problems have been resolved. A 
departmental report indicates that in 1999, 
system edits prevented almost 

100,000 duplicate claims totalling 

$3.1 million from being processed. 
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15.87 We noted in our 1997 Report that 
the contractor had not performed any 
procedures to confirm that Non-Insured 
Health Benefits clients had received the 
benefits for which claims had been 
submitted. Our follow-up found that the 
contractor incorporated a procedure in its 
audit program for on-site audits of 
pharmacies to confirm that clients have 
received benefits. However, it did not 
follow up on cases where no confirmation 
was received from the client. We believe 
there is a need to follow up on such cases 
and to pursue client confirmations on a 
broader basis. 


15.88 We also found in 1997 that the 
system field identifying the doctor who 
wrote the prescription was not subject to 
any system edits but rather accepted 
anything that was input. Therefore, it was 
not possible for the Department to 
accurately track “doctor shopping” — 
individuals visiting multiple doctors to 
obtain a large number of prescription 
drugs. The Department has not yet 
corrected this problem. It is currently 
working with pharmacy associations to 
encourage pharmacists to fill out the 
prescriber identification field correctly. In 
addition, it has begun tracking 
pharmacists who do not fill in this field 
properly and it has indicated that it will 
take steps to recover funds for claims that 
do not have correct prescriber 
identification, beginning in July 2000. 


15.89 Health Canada should enforce 
the contract requirements for audit of 
pharmacy and dental care providers 
and reporting by the contractor. The 
Department should continue to take 
steps to strengthen verification of claims 
and audits of providers. 


Department’s response: Agreed. The 
development and full implementation of 
the audit strategy has taken longer than 
initially expected. The Department 
continues to enforce the contract 
requirements. The Department withheld 
approximately $1.6 million in monthly 
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payments to the contractor for not 
fulfilling its contractual obligations. The 
contractor will make up in fiscal year 
2000-01 the audits that were to have been 
completed since 1998. The dental 
predetermination process ensures that 
virtually all dental claims exceeding 

$600 are reviewed against the dental 
history of each client. A Risk Management 
Committee ensures that the audit strategy 
is reviewed on a regular basis. As noted 
earlier, the development of the full audit 
strategy took longer than expected but will 
be fully implemented by the fall 2000. At 
that time, the fully implemented 
comprehensive strategy will greatly 
exceed existing standards of private 
benefits management. The Department is 
committed to the continuous improvement 
of the audit strategy. 


Needs-based approach for dental 
benefits has resulted in substantial 
savings 


15.90 In 1997 we reported that in 
response to concerns about overservicing 
by dental care providers, the Department 
was piloting a predetermination process. It 
required prior approval and a treatment 
plan for performing dental services above 
a prescribed dollar threshold. 
Predetermination was implemented 
nationally in late 1997 as a needs-based 
approach to providing dental care. The 
Department estimated that 
predetermination, combined with changes 
to the benefit schedule, would result in a 
15 percent reduction of dental costs 

in 1996-97. 


15.91 With predetermination, the 
Department has taken steps to respond to 
overservicing. Any treatment that exceeds 
the threshold of $600 and/or that includes 
selected procedures must be reviewed by a 
regional dental officer before treatment 
begins. In 1999 the Department reviewed 
almost 200,000 treatment plans. It is 
confident that predetermination has 
reduced both overservicing and program 
costs. It has also resulted in substantial 
savings: a 15.4 percent reduction in dental 
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process for dental 
benefits has reduced 
both overservicing and 
program costs. 
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costs was realized in 1996-97. 

In 1995-96, before the approach was 
introduced, dental expenditures were over 
$123 million. In 1998-99 they had 
dropped to just over $106 million, 
whereas the population being served has 
increased by almost 8 percent. 


Limited progress made to improve 
efficiencies in medical transportation 


15.92 In 1997, we recommended that 
the Department establish clear program 
criteria and minimum standards for 
medical transportation benefits. We also 
said that it should undertake audits of 
medical transportation expenditures based 
on an assessment of risks. 


15.93 Working with First Nations, the 
Department has begun to clarify program 
criteria and minimum standards for 
medical transportation benefits. It is also 
attempting to address criticisms that First 
Nations are not treated consistently from 
one region to another. However, it has not 
yet updated the national transportation 
directives. 


15.94 Approximately 54 percent of 
medical transportation expenditures are 
administered by First Nations 
communities under contribution 
agreements, which are subject to planned 
departmental audits. The other 46 percent 
of expenditures are administered by 
Branch regional offices, with payments 
made directly to providers by the 
Department. While we noted more daily 
monitoring and prior approval of certain 
categories of transportation in some 
regions, the Department has not conducted 
any audits of transportation expenditures 
paid directly to providers. 


15.95 An internal review of the medical 
transportation program in one region was 
completed in March 1999. It concluded 
that the medical travel program in that 
region was not being managed well 
overall. It found major problems in 
several areas: weaknesses in managing the 
use of taxis or contracted vehicles; use of 


ground ambulances for more than 
emergencies; poor controls over gas 
support; and little or no information on the 
use and costs of the medical travel 
program. In addition, it found that 
program spending was not based on need; 
rather, in many cases, it was based on use, 
so the more a community spent on 
medical travel, the more money it 
received. 


15.96 The region subsequently 
developed a needs-based transportation 
model to profile the realistic 
transportation needs of individual First 
Nations. The Department has set a target 
date of spring 2001 for national 
implementation of the needs-based 
transportation model. 


15.97 Health Canada should establish 
clear program criteria and minimum 
standards for medical transportation 
benefits without delay. It should also 
undertake audits of medical 
transportation expenditures based on an 
assessment of risks. 


Department’s response: Agreed. To 
facilitate better control over medical 
transportation benefits, a review of the 
transportation directive is under way with 
First Nations and Inuit, as is the 
development of an information system to 
support profiling and audit. Fifty-four 
percent of medical transportation costs 
are managed primarily through 
contribution agreements with First 
Nations, which are subject to audit as part 
of the Department’s planned auditing 
requirements. The Department will audit 
the direct medical transportation 
expenditures, based on an assessment of 
risks, cost effectiveness and monitoring 
profiles. 


Most Non-Insured Health Benefits 
transfer pilot projects have not been 
evaluated 


15.98 In 1994, Health Canada received 
a five-year authority to proceed with 
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Non-Insured Health Benefits pilot projects 
with interested First Nations and Inuit 
communities. The primary objectives 
were to test various management and 
delivery options, to improve the program’s 
efficiency and effectiveness, and to 
facilitate First Nations and Inuit 
involvement in, and control of, the 
program. The pilot projects were to 
operate for two years with an optional 
third year. An interim evaluation of each 
pilot was required after the first year, and 
a final evaluation when each project 
ended. At the end of the pilot exercise, an 
overall evaluation of its effectiveness 
would be conducted, including an 
assessment of the objectives, impacts and 
effects. 


15.99 Health Canada approved 16 pilot 
projects, mainly involving transportation 
benefits but also covering pharmacy, 
dental, and vision benefits. So far, only 
five of the projects have been evaluated 
and there has been no overall evaluation 
of the effectiveness of the pilot exercise. 
The original authority for these pilots has 
expired, and the Department has requested 
Treasury Board approval to extend it. 


15.100 Health Canada should ensure 
that it completes an evaluation of each 
of the Non-Insured Health Benefits 
transfer pilot projects, as well as an 
overall evaluation of the pilot exercise. 


Department’s response: Agreed. The 
Department completed evaluations of five 
of the pilot projects to pretest the 
evaluation tool. The pretest indicated that 
additional development of the tool was 
required. This development is ongoing and 
the Department has met with all 
communities undertaking the pilot projects 
to discuss the evaluation tool and 
upcoming evaluations. Once all projects 
have been evaluated, an overall 
evaluation of the pilot exercise will be 
conducted. 
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New Initiatives 


Attention has to be given to monitoring 
new initiatives 


15.101 In response to our concerns 

in 1997 about unclear objectives, Health 
Canada indicated that new programs 
would have clear requirements for 
accountability and performance reporting. 
The Department has begun a number of 
new initiatives and programs since 

our 1997 audit (Exhibit 15.6). These are 
important initiatives with the potential to 
fill significant gaps in First Nations health 
programming. 


15.102 Because these initiatives are in 
their early stages, we reviewed their 
design and early implementation. We 
found that the Department is taking steps 
to ensure that their objectives and 
accountability structures are clear and 
there is an emphasis on measuring results. 
For example, the Aboriginal Head Start 
(On-Reserve) Program has a national 
evaluation framework, and there is an 
accountability framework for the Home 
and Community Care Program. However, 
our review of files found that not all 
reports required under the various 
contribution agreements were in the files. 
As with other community health 
programs, it is important that full attention 
be given to monitoring contribution 
agreements under these new initiatives to 
ensure that requirements are met. 


15.103 First Nations Health 
Information System. The system’s focus 
is on creating an epidemiological database 
to support program delivery, priority 
setting, planning and evaluation in each 
community. There are 13 subsystems 
available and they cover a wide range of 
areas, from immunization to chronic 
diseases. Health Canada is acting to 
provide the systems and necessary training 
to any First Nation who indicates an 
interest in voluntarily participating in this 
system. 
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15.104 Implementation of the system 
across the country has just begun — most 
participating First Nations are so far 
inputting data for only the immunization 
subsystem. It will be a complex task to 
harmonize the diverse needs of First 
Nations and create a system that allows 
for the collection of comparable data to 


for Health Canada will be to bring all 
parties together to ensure that this is 
accomplished, and to identify mandatory 
data to be collected where applicable. The 
Department is now working with First 
Nations and provinces to develop uniform 
standards and protocols for collecting and 
reporting data in order to ensure 


Exhibit 15.6 


facilitate the objective of eventually 
developing a comprehensive First Nations 
health surveillance program. Critical tasks 


Health Canada Initiatives Since 1997 Audit 


comparability with other jurisdictions. 
The Department also recognizes that 
linkages to other systems are essential. 


Accountability 
Progress Framework & 
to date as of Delivery Evaluation 
Initiative Overall Objective and Funding 31 March 2000 Mechanism Component 
First Nations Health To improve the management of health |° early Health Canada evaluation 
Information System services within First Nations implementation provides framework 
- : communities as an initial version ofa | , Se eaesiatled infrastructure established 
* additional funding comprehensive community health ae Fi and training 
announced in 1999 He a ee ee eRe Dome 
Budget Nations contribution 
$23 million over four years and then agreements with 
$20 million annually First Nations for 
data entry 
Aboriginal Head To support early child development ° early contribution national 
Start (On-Reserve) strategies designed and controlled by implementation agreements with evaluation 
Program First Nations aieise — First Nations framework 
projects 
$100 million over four years and then funded and HN Sie 


* announced by 
Minister of Health 
in October 1998 


$25 million annually 


additional 47 
First Nations 
completed needs 


assessments 

Home and To provide improved care for the es earhy contribution accountability 
Community Care elderly, disabled, chronically ill and implementation agreements with framework 
Program s iri 3 l : Mas 

g those requiring short-term acute care eit Gver0o First First Nations completed but 

: services Nati evaluation 

* announced in 1999 ‘ aon fraewaecall 

Budget $62 million over two years and then communities di 

$90 million annually participating QuIstan cing 


Aboriginal Diabetes 
Initiative 


* announced in 1999 
Budget and 
launched by 
Minister of Health 
in November 1999 


To decrease diabetes and its 
complications in First Nations and 
Inuit communities 


$58 million over five years 


¢ planning phase 


contribution 
agreements with 
First Nations 


to be developed 
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15.105 Aboriginal Diabetes Initiative. 
In 1997 the Department completed a study 
that included constructing a preliminary 
estimate of the cost of health care for First 
Nations persons with diabetes. The study 
noted the greater prevalence of diabetes 
and the higher mortality rate among First 
Nations peoples than among the general 
population. It pointed to the importance of 
policies for reducing the prevalence of 
diabetes through primary prevention, and 
treating those diagnosed to reduce the 
impact of complications. In 

November 1999, the Department 
announced its Aboriginal Diabetes 
Initiative, aimed at decreasing the 
incidence of diabetes and its 
complications in First Nations and Inuit 
communities. At the time of our audit, an 
evaluation framework had not yet been 
developed. This initiative addresses a very 
serious disease, and it is important that it 
be implemented effectively to ensure that 
work undertaken contributes to meeting its 
objectives. 


Conclusion 


15.106 The action Health Canada has 
taken in response to our 1997 audit of 
First Nations Health has not adequately 
addressed our observations and 
recommendations or those of the Public 
Accounts Committee. Continued and 
sustained effort is needed to ensure that all 
the recommendations are fully 
implemented. 


15.107 The management of separate 
contribution agreements for the delivery 
of community health programs is still 
weak. There has been limited 
improvement in reducing program 
overlap, ensuring that programs have clear 
objectives, and ensuring that the required 
reports are provided. The Department 
needs to fulfil its responsibilities in a way 
that helps First Nations establish programs 
and services likely to improve their health. 


15.108 Management of transfer 
agreements still needs improvement. 


RS 
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Sound monitoring is needed to ensure that 
updated community health plans are 
prepared and that the requirements for 
audits, annual reports and evaluations are 
met. These are required not only to meet 
the accountability obligations of First 
Nations and the Department but also to 
improve the programs and services. 


15.109 We still have significant concerns 
about the management of non-insured 
health benefits. While a point-of-service 
system for prescription drugs is now 
operating, the Department needs to 
adequately monitor pharmacists’ overrides 
of drug utilization warning messages. It 
also needs to undertake sufficient analysis 
of the effectiveness of the warning 
messages. The Department needs to find 
appropriate means to continue to follow 
up rigorously on cases where it identifies a 
significant pattern of inappropriate use of 
prescription drugs. In addition, it needs to 
ensure that required on-site audits of 
pharmacies and dental providers are 
undertaken. Finally, it needs to improve 
efficiencies in administering medical 
transportation benefits. 


Continued and 
sustained effort is 
needed to ensure 
that all the 
recommendations are 
fully implemented. 


15.110 Improving the health of First 
Nations is a complex task. The programs 
that Health Canada delivers either directly 
or in partnership with First Nations 
organizations represent a key component 
of this task. We believe that timely and 
complete implementation of our 
recommendations would contribute to 
improving the health services to First 
Nations. 


Department’s overall response: In 
responding to the recommendations, the 
Department feels it is important to set out 
some context around the responses. In 
particular, the Department remains 
committed to implementing the actions set 
out in our responses to both the 1997 and 
2000 reports. While action has been taken 
on all the recommendations from the 1997 
report, and this has been acknowledged in 
the 2000 report, there are a number of 
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reasons for the time it has taken to fully 
implement the action plan. 


First, the development of the overarching 
accountability framework, which was 
initiated in response to the 1997 report, 
has proved to be more complex than was 
initially foreseen. The framework will 
enable the Department to demonstrate 
value for the investment made in 
programs, identify gaps, manage risks to 
health, improve capacity to deliver 
services, and improve overall management 
practices. This is being carried out 
through 10 working groups in partnership 
with First Nations and Inuit. The 
recommendations are being addressed 
through this process. 


Second, implementing the Non-Insured 
Health Benefits claims-processing 
contract has also proved to be more 
complex than anticipated, as the 
Department sought to ensure that the 
recommendations relating to Non-Insured 
Health Benefits management were fully 
addressed. Systems edits and drug 


utilization messages required considerable 
attention, as the Department attempted to 
ensure that the claims-processing system 
would better any system in the private 
sector. The Department believes it will 
soon achieve the goal, and by fall 2000 
the system will be fully implemented. It 
should be noted that the Department's 
management of Non-Insured Health 
Benefits expenditures in 1999-2000 
outperformed that of the private and 
public sector benefits plans in both 
pharmacy and dental benefits. 


Finally, the Department has worked on the 
recommendations in partnership with First 
Nations and Inuit. Ultimately, this 
partnership approach will help ensure that 
the recommendations are responded to in 
a way that supports First Nations and 
Inuit goals of responsive, community- 
based programming, appropriate reporting 
requirements that also meet their needs, 
and a strong Non-Insured Health Benefits 
management process that can support the 
transfer of Non-Insured Health Benefits to 
First Nations. 
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Hg foot the Follow-up 


Objective 


The objective of this audit was to determine the progress made by Health Canada in taking corrective action 
on the observations and recommendations in our 1997 chapter on First Nations Health and on 
recommendations made by the Public Accounts Committee in 1998. 


Scope 


The follow-up covered the recommendations made in our 1997 Report, Chapter 13, First Nations Health, as 
well as recommendations made by the Public Accounts Committee. These recommendations relate to Health 
Canada’s health programs directed at First Nations, including community health programs delivered through 
separate contribution agreements, transfer of health programs to community control, and Non-Insured Health 
Benefits. We also undertook a follow-up of outstanding recommendations reported in Chapter 19 of our 1993 
Report on the Non-Insured Health Benefits program. 


We reviewed a departmental status report on the action taken in response to the recommendations. With 
respect to community health programs delivered to First Nations using separate contribution agreements and 
transfer agreements, we performed a detailed analysis of a sample of 35 agreements in each category. We also 
looked at the design and early implementation of several related new initiatives and the First Nations Health 
Information System. In addition, we reviewed current systems, controls and management practices relating to 
the delivery of non-insured health benefits. 


We carried out extensive interviews with program managers at First Nations and Inuit Health Branch 
headquarters and selected regional offices, and with the contractor for claims processing of dental and 
prescription drug benefits. We also met with selected representatives of First Nations communities and 
organizations. In addition, we reviewed program documentation and related literature. 


Criteria 


We expected that the Department would have implemented the recommendations it committed to do in its 
responses to our 1997 chapter and to the Public Accounts Committee. 


Audit Team 


Assistant Auditor General: Maria Barrados 
Principal: Ronnie Campbell 
Director: Gerry Chu 


Glenn Wheeler 
Anil Risbud 


For information, please contact Ronnie Campbell. 
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Appendix 


First Nations Health — Follow-up: Overall Assessment of Progress Made 


Reference! Recommendation OAG Assessment 
| Community Health Programs Delivered Through Separate Contribution Agreements and Transfer of Health Programs to 

Community Control 

13.36 Health Canada should review its program structure and Satisfactory progress. The Department has initiated a 
ensure that it reflects the manner in which the programs project that will identify specific objectives for each 

| are actually delivered. program, and it believes this will alleviate overlap of 
program objectives. At the time of our audit this had 
not been completed; we found that there is still some 
overlap between program objectives. 

13.40 The Department should ensure that the contribution Unsatisfactory progress. In many cases, programs still 
agreements are clear about specific objectives and do not include clear objectives and activities for the 
activities that the First Nations will undertake. It should specific community. 
encourage First Nations to define measures of success. 

| Wesker The Department should ensure that it receives the Satisfactory progress. Some improvement, but not all 

activity reports required under contribution required activity reports are completed for all 
agreements. It should work with First Nations to programs. Reports remain mostly lists of activities 
improve these activity reports so that they provide undertaken. 

| information on results achieved. 

PAC No. 2 That Health Canada monitor those aspects of the Unsatisfactory progress. Monitoring of reporting 
community health programs that are not affected by requirements remains weak. The proposed automated 
transfer agreements. This monitoring function must be contribution system to track reports is not yet 
done in accordance with departmental policies, be operational in all regions. 

| supported by thorough evaluation of risks, and targeted 
accordingly. 

13.58 | The Department should ensure that updated community Unsatisfactory progress. Many renewed agreements 
health plans that meet the basic requirements are were signed without an updated community health 
prepared, and that they form the basis of both initial plan. 
and renewed transfer agreements. 

13.65 The Department should work with First Nations to Unsatisfactory progress. Under two thirds of transfer 
improve measurement of the services provided and of agreement files reviewed had an annual report for 
expected changes to health. These measures should be 1998-99. Those provided tended not to include 
included in the annual reports. In addition, the performance information. 

Department should ensure that First Nations conduct 

the required evaluations of the achievement of program Some transfer agreements were renewed without 

objectives. evaluations having been completed. Some completed 
evaluations had quality problems. 

13570 The Department should clarify the nature and scope of Satisfactory progress. The Department has revised its 

| audit requirements under transfer agreements and audit guidelines to clarify the nature and scope of 

| ensure that the required audit opinions are provided. comprehensive audit requirements. Not all transfer 
agreements had audits completed as required. Audit 
reports provided did not meet all requirements. 


These refer to recommendations made in our audit on First Nations Health (1997 Report, Chapter 13) and to recommendations made 
in the Public Accounts Committee’s Fifth Report, tabled in February 1998. 


Nn 
| 

WwW 
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Reference Recommendation 


OAG Assessment 


Community Health Programs Delivered through Separate Contribution Agreements and Transfer of Health Programs to 


Community Control (continued) 
ss Nts roma eta ara 


WB ERE! The Department should ensure that future evaluations 
| will determine the extent to which the transfer initiative 
| contributes to improving the health of First Nations. 


Unsatisfactory progress. The Department believed that 
more emphasis on community-based evaluations would 
lead to better health information to deal with the issue 
of improved health status. As noted above, 
community-based evaluations were either not done or 
inadequate. 


| PACNo. 1 That Health Canada monitor the transfer of the delivery 
of community health programs to First Nations and 

| work with the communities to ensure that the 
conditions set forth in the accountability framework are 
met. In particular, the Department must ensure that the 
audit (both financial and comprehensive) and 
evaluation requirements of all transfer agreements are 
satisfied. 


Unsatisfactory progress. The accountability framework 
is still under development. As described above, audit 
and evaluation requirements have not been met 
satisfactorily. 


PAC No. 3 That Health Canada provide information on the status 
| | of community health programs in its annual 
| Performance Reports. Information on the status of the 
transfer process, the Department’s monitoring 
activities, audits and reports completed, and health 
outcomes achieved under the programs should be 
included. 


Unsatisfactory progress. Recent departmental annual 
performance reports have provided limited information 
on the status of community health programs, including 
outcomes achieved. 


Non-Insured Health Benefits 


13.114 In cases where it identifies a significant pattern of 
| inappropriate use of prescription drugs, the Department 
_ should perform a more rigorous follow-up with 
| Non-Insured Health Benefits clients, physicians, 
pharmacists and professional bodies. 


Satisfactory progress. A protocol was implemented to 
follow up on cases of suspected drug misuse, with 
some success. However, officials stopped following the 
protocol in May 1999 as management was unsure of 
the appropriateness of the approach in the absence of 
either client consent or statutory authority. The 
Department is currently considering options to deal 
with this situation. 


13.120 In implementing the point-of-service system for 
prescription drugs, the Department should ensure the 
system will facilitate timely intervention where 
potentially inappropriate prescription drug use is 
identified. The Department should provide a clear 
protocol to guide intervention and should closely 
monitor pharmacists’ overrides of warning messages. 


PAC No. 4 That Health Canada explore the possibility, with 
various jurisdictions, of having access to information 
and privacy legislation amended in order to allow its 
point-of-sale system to provide more information on 
recent prescriptions. 

PAC No. 5 That Health Canada monitor the use of overrides by 
pharmacists and step up its efforts to devise an 
incentive scheme for those pharmacists who do not fill 
prescriptions when warning messages are issued. 
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Unsatisfactory progress. The point-of-service system 
provides limited information in the form of warning 
messages to assist pharmacists in making decisions on 
dispensing prescriptions. This resulted in rejection of a 
number of claims. But Health Canada has not 
adequately monitored the warning messages that were 
overriden by pharmacists. Nor has it undertaken 
sufficient analysis of the effectiveness of warning 
messages. The Department has agreed with three 
provincial pharmacy bodies on compensating 
pharmacists for professional services in cases where 
they have not filled a prescription for valid reasons, but 
few pharmacists have taken advantage of the provision. 
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Reference Recommendation 


OAG Assessment 


Non-Insured Health Benefits (continued) 


Non-Insured Health Benefits program before the 
program becomes available for transfer to First Nations 
communities. 


13123 The Department should build on its existing strategies Satisfactory progress. Multiple addiction is a systemic, 
to address the combined problem of prescription drug long-term and complex problem. Departmental efforts 
and solvent and alcohol abuse, and increase efforts in are ongoing. 
community health programs relating to prevention, 
community education, and treatment of prescription 
drug addiction. 

13.140 Health Canada should clarify, and enforce, the contract Unsatisfactory progress. The Department was slow to 
requirement for audit of pharmacy and dental care develop and incorporate an audit strategy based on 

| providers by the contractor. The Department should appropriate assessment of risks in its new 
take appropriate steps to improve claims-processing claims-processing contract. It failed to ensure that the 
| system controls and edits and strengthen verification of contractor would perform the required on-site audits of 
claims and audits of providers. pharmacy and dental providers. Problem with system 
edit to identify duplicate claims has been resolved. 

13.149 | Health Canada should establish clear program criteria Unsatisfactory progress. Work on updating national 
and minimum standards for medical transportation transportation directives has not yet been completed. 
benefits. It should also undertake audits of medical No evidence of any audits of transportation 

| transportation expenditures based on an assessment of expenditures paid directly to providers. 
risks. 
PAC No. 6 That Health Canada fix systemic problems with the Unsatisfactory progress. As described above, many 


problems have not yet been fixed. 


PAC No. 7 


That Health Canada adopt and apply the framework for Unsatisfactory progress. Most Non-Insured Health 
| transferring community health programs when it Benefits transfer pilots have not been evaluated. A new 
conducts the transfer of the Non-Insured Health accountability framework is still under development. 
| Benefits program to the First Nations. 
PAC No. 8 That Health Canada submit a copy of the new contract Fully addressed. A copy of new contract was provided 
| for processing pharmacy and dental claims under the to the Committee. 
Non-Insured Health Benefits program to the Committee 
| by 1 June 1998. 
PAC No. 9 That Health Canada work with First Nations Unsatisfactory progress. Predetermination process for 
communities to establish optimal therapy as the central dental benefits implemented. As described above, 
| goal of the Non-Insured Health Benefits program and officials stopped following the drug utilization review 
| include references to this effort in its annual follow-up protocol, which forms a part of a strategy to 
Performance Report. improve drug therapy. Limited information contained 
in the Department’s recent annual performance report 
referencing this effort. 
15-32 
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Reference 


Recommendation 


OAG Assessment 


Non-Insured Health Benefits (continued) 


| PAC No. 10 
| 


That Health Canada provide the Committee with a copy 
of its action plan for carrying out the recommendations 


| made by the Auditor General by 30 April 1998. This 


plan should include target implementation dates, and a 


| discussion of how the Department proposes to monitor 


and report the changes and the results that are 


achieved. 


Fully addressed. An action plan was forwarded to the 
Committee in February 1998. The Department advised 
the Committee that it intended to update this plan on a 
semi-annual basis until full implementation is 
achieved. 


Key: 


Fully addressed - the Department has fully addressed the original audit finding and thus need not take additional action. Our Office will 
not follow up further. 


Satisfactory progress - the Department has made reasonable progress in addressing the original finding, but must take some additional 
action. Our Office will do further follow-up work. 


Unsatisfactory progress - the Department has not made reasonable progress in addressing the original finding, and must take considerable 
additional action. Our Office will do further follow-up. 


Report of the Auditor General of Canada - October 2000 


. ao a sg ro 
=n 0) @ en ee ee ee 
e 56° =e” We 

= ad a4 

== 2 


Orr 4: eps Sou) et’, 1@ 4 see 
@ kon antalh eltweese igen! Meyed atiwtes: Ly wily , 

“9 —<———es « samara (cartes) Gh =wl ls utes) 

ap oh dine a? Was mgm ef hegn Ya 


ais! Oo 
7 = Cee Py ere Th Saar ar aa S 
} > Maayes say qe: Saaewe 7 
2 — ie » @ee : 
aa eee je = 4' 1 Hah Mace tee 4) iden ry rey att 
, > we we @ da 
ve » ot odecignah a Minima Gat 50 her P'S 00 ef ae 


ot: (wall) Jmal@qaGp- eae GN airy 
~xieoneel 


2 ee 2 ae be Ge! ioe * 2. bag | 


‘ ovnuip #604 tmaetide? baths beget 
OL a] 
i] 
7 
a - 
ae 
‘| 23 
& 
§ & . 
¥ 
ws — > = 
D4 i —_ 
“0 
ae ia <= = 
7 = a _ awe 
. — a 


— ——— ——— +f Oe 


WOO ¢ ws Ot) 4 le SrteOemta dete rope 


& 


Report of the 
Auditor General of Canada to the House of Commons - 2000 


Table of Contents 


Volume 1 — April 2000 


Chapter 

Foreword and Main Points 

1 Service Quality 

2 Human Resources Development Canada — Service Quality at the Local Level 

3 Citizenship and Immigration Canada — The Economic Component of the 
Canadian Immigration Program 

4 Indian and Northern Affairs Canada — Elementary and Secondary Education 
Chapters 5 & 6 

= Canada Customs and Revenue Agency — Travellers to Canada: Managing the Risks 
at Ports of Entry 

6 Canada Customs and Revenue Agency and Department of Finance — 
Handling Tax Credit Claims for Scientific Research and Experimental Development 

7 Royal Canadian Mounted Police — Services for Canada’s Law Enforcement 
Community 

8 Department of Finance — Managing Canada’s Debt: Facing New Challenges 

0 Streamlining the Human Resource Management Regime: A Study of Changing 


Roles and Responsibilities 


Volume 2 — October 2000 


Chapter 
Foreword and Main Points 
10 Transport Canada — Airport Transfers: National Airports System 
11 Human Resources Development Canada — Grants and Contributions 
12 Values and Ethics in the Federal Public Sector 
13 Assessment of Financial Management Capabilities in Departments 
14 Canadian International Development Agency — Managing Contracts and 


Contribution Agreements 


Volume 2 — October 2000 (cont'd) 


Chapter 
15 Health Canada — First Nations Health: Follow-up 
Other Observations 
16 Follow-up of Recommendations in Previous Reports 


17 Other Audit Observations 


Order Form for 2000 Report Material 


If you wish to obtain other 2000 Report material, consult the Main Table of Contents and indicate the chapters and 
formats you wish to receive. Mail the form to: 


Office of the Auditor General of Canada 
240 Sparks Street, Stop 10-1 
Ottawa, ON KIA 0G6 


or FAX form to: (613) 954-0696 


Please Print 


Name: 

Organization: 

Address: 

City: Province: 
Country: Postal Code: 


Telephone: _ ( ) - 


Please Specify Chapter Number and Quantity 


Chapter(s) # English French 
# English French 
# English French 
# English French 
# English French 
# English French 
# English French 
# English French 
Foreword and Main Points (April 2000) Bilingual 
(October 2000) Bilingual 
CD-ROM (contains Reports 
from 1991 to October 2000) Bilingual 
Video (contains Selected 
Highlights of the Report) 
April 2000 English French 
October 2000 English French 


The Report is also available on the Internet at www.oag-bvg.ge.ca 


urea tsa’ 
Fiat iyi hiner 
Rieti 

iy 


| Report of the 
Auditor General 


of Canada 
to the House of Commons 


Other Observations 


Chapter 16 
Follow-up of Recommendations in Previous Reports 


Chapter 17 
Other Audit Observations 


October 2000 


Report of the 
Auditor General 


of Canada 
to the House of Commons 


Other Observations 


Chapter 16 
Follow-up of Recommendations in Previous Reports 


Chapter 17 
Other Audit Observations 


nme 
if ¢Ra > 
ff v aN 


| NOV 38 2008 
ra 


“E > 

“Ore: vw, 

ny of Ww 
Nein en 


October 2000 


This October 2000 Report comprises 8 chapters as well as a Foreword and Main 
Points. In order to better meet clients’ needs, the Report is available in a variety of 
formats. If you wish to obtain another format or other material, the Table of Contents 


and the order form are found at the end of this chapter. 


© Minister of Public Works and Government Services Canada 2000 


Cat. No. FA1-2000/2-17E 
ISBN 0-662-29353-3 


Copies frangaises aussi disponibles 


Chapter 16 


Follow-up of Recommendations 
in Previous Reports 


The follow-up work was conducted in accordance with the legislative mandate, 
policies and practices of the Office of the Auditor General. These policies and 
practices embrace the standards recommended by the Canadian Institute of 


Chartered Accountants. 
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Follow-up of Recommendations 
in Previous Reports 


Main Points 


16.1 This chapter presents our follow-up of six audits originally published between 1995 and 1998. In the final 
volume of this year’s Report, due to be tabled in December 2000, we will publish an additional follow-up chapter 
and provide a general conclusion of the government’s progress in addressing the concerns we raised in previous 
reports. 


16.2 The policy and Jegislative environment of the financial services sector has changed considerably since 
our 1995 and 1997 Reports. Canada’s regulatory system for this sector is sound and the Office of the 
Superintendent of Financial Institutions (OSFI) has taken many satisfactory steps to deal with our previous 
recommendations. However, with all the expected changes that will affect the financial services sector, OSFI’s 
ability to supervise and regulate could be challenged in the short term. Furthermore, in this changing environment, 
recruiting and retaining employees will become a bigger challenge. 


16.3 Although progress has been slow on addressing the recommendations of our November 1995 chapter — 
Revolving Funds in the Parliamentary System: Financial Management, Accountability and Audit — recent 
initiatives by the Treasury Board Secretariat substantially address our recommendations. 


16.4 The Canada Industrial Relations Board, formerly known as the Canada Labour Relations Board, has 
made progress in addressing our concerns about financial control problems. Payment to former members was the 
single biggest expenditure of the Canada Industrial Relations Board’s $1.7 million in transition costs. We also 
observed that the government, as a whole, has not taken adequate action to improve the accountability framework 
governing travel and hospitality expenditures of senior Governor in Council appointees. 


16.5 National Defence has made significant progress in addressing its lack of plans and priorities for its capital 
acquisition program. The management of individual major capital projects has also improved. The Department has 
gone beyond its original commitments to make improvements. Nevertheless, officials estimate that the 
Department is still about $750 million a year short of the amount needed to modernize and maintain readiness. 
The “hard choices” referred to in 1998 have been identified, but not all of them have been made. 
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Introduction 


16.6 It is our policy to make 
recommendations in all of our audits that 
are oriented toward correcting current or 
future problems and improving the 
management of government. We 
encourage management of the entities that 
we audit to respond to us in writing, 
stating whether they agree with our 
recommendations, and how they plan to 
implement corrective action. We, in turn, 
publish their responses in our report, so 
that Parliament and the public will be able 
to judge their commitment. 


16.7 It is important for readers to 
understand what a follow-up is, and is not. 
Apart from a few unique situations, it is 
not a second audit of the same issues. 
Rather, it is a report on what management 
tells us, or can demonstrate to us, about 
the progress it has made toward meeting 
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Follow-up of Recommendations in Previous Reports 


our recommendations since our initial 
report on the subject. We do not 
exhaustively seek or examine additional 
evidence to support or refute what 
management has told us, but we do review 
its claims for reasonableness and report to 
Parliament accordingly. 


16.8 This chapter represents a change 
from our practice of reporting follow-up 
only once a year. We have included 

five follow-up segments in this volume 
that were completed in time for this 
Report. In the final volume of this year’s 
Report, due to be tabled in December 
2000, we will publish an additional 
follow-up chapter and provide a general 
conclusion of the government’s progress 
in addressing the concerns we raised in 
previous reports. 
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Follow-up of Recommendations in Previous Reports 


The financial services 
sector, the legislative 
framework and the 
policy environment in 
which the financial 
services industry 
evolves have changed 
considerably since 
1995. 


Office of the Superintendent of Financial Institutions — 
1995, Chapter 5 and 1997, Chapter 30 


Assistant Auditor General: Ron Thompson 
Director: Richard Domingue 


Background 


16.9 The Office of the Superintendent 
of Financial Institutions (OSFI) has 
regulatory and supervisory responsibilities 
for almost 500 federally regulated 
financial institutions (including banks, 
trust and loan companies, co-operative 
credit associations, fraternal benefit 
societies and all federally registered 
insurance companies) and over 

1,150 pension plans. 


16.10 In our 1995 Report, we discussed 
our audit of the sector of OSFI that 
oversees deposit-taking institutions. We 
made a series of recommendations dealing 
with the assessment of policy objectives, 
the accountability framework, the risk 
management of deposit-taking institutions, 
the systems and capabilities to deal with 
changes in the financial services sector, 
and the relationship among the principal 
players in the federal regulatory 
framework. 


16.11 Later that year, the Public 
Accounts Committee heard witnesses and 
issued a report that focussed on several 
key areas for improvement. These 
included the need to conduct a program 
evaluation of the supervisory and 
regulatory framework, to better define the 


. role, responsibilities and mandate of each 


responsible entity, to review the overlap 
between OSFI and the Canada Deposit 
Insurance Corporation (CDIC) and to 
design an action plan for intervention. 


16.12 In our 1997 Report, we reported 
on the insurance and pensions operations 
of OSFI. We made recommendations on 
human resources management, the risk 
assessment framework and guidelines, and 
relationships and communications with 


other regulators. The Public Accounts 
Committee also heard witnesses and 
reported that OSFI needed to review its 
human resources system, identify factors 
explaining its poor staff retention and 
implement measures to alleviate this 
problem. The Committee recommended 
that OSFI reorganize its risk monitoring 
and actuarial functions and consolidate 
them in the supervisory functions. 


16.13 The financial services sector, the 
legislative framework and the policy 
environment in which the financial 
services industry evolves have changed 
considerably since the publication of our 
two chapters on OSFI. The government 
has undertaken numerous policy 
initiatives and legislative reviews. For 
example, the Department of Finance has 
published two policy papers since 1995. In 
addition, extensive reviews were 
conducted of the OSFI Act, the Canada 
Deposit Insurance Corporation Act (CDIC 
Act) and the Pension Benefits Standards 
Act. The financial services legislative 
framework was updated in 1997 and is 
currently being reviewed. 


16.14 Bill C-38 was introduced in 
Parliament in June 2000. It followed a 
June 1999 policy paper published in 
response to a report in September 1998 by 
the Task Force on the Future of the 
Canadian Financial Services Sector (the 
MacKay report). Among other issues, the 
MacKay Task Force reviewed the 
regulatory framework. It concluded, 
“{Canada has] a strong prudential 
regulatory framework that, in many 
respects, is a model that many other 
countries are now emulating.” However, 
the report proposed measures such as 
streamlining regulatory practices, 
improving the federal prudential 
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regulatory framework, reviewing OSFI’s 
statutory obligations to include consumer 
protection responsibilities and assuming 
the responsibility of balancing 
competition and innovation. It also made 
specific recommendations addressing the 
overlap between CDIC, OSFI and 
provincial regulators. 


Scope 


16.15 Our follow-up work included a 
review of status reports prepared by OSFI 
on the progress made in response to our 
two chapters. We reviewed supporting 
documents provided by OSFI, the Report 
of the Task Force on the Future of the 
Canadian Financial Services Sector and 
the Department of Finance policy papers, 
including the most recent set of legislative 
proposals. We also conducted interviews 
with OSFI officials. Finally, we reviewed 
a recent International Monetary Fund 
(IMF) assessment of the stability of 
Canada’s financial system. 


Conclusion 


Canada has a sound regulatory 
framework 


16.16 Earlier this year, an International 
Monetary Fund review concluded, “the 
financial system in Canada is among the 
soundest in the world and the regulatory 
framework conforms in nearly all respects 
with international standards.” The review 
noted full compliance with 23 of the Basel 
Core Principles of Effective Banking 
Supervision and partial compliance with 
the remaining two principles (authority to 
change a bank’s board and management, 
and authority to bar an individual from 
banking once hired). The 1999 
Department of Finance policy proposals 
and the adoption of Bill C-38 will ensure 
full compliance with all principles. The 
review also concluded, “Canadian 
regulators have been at the forefront 
internationally in developing new 
regulatory approaches that are better 
attuned to the supervision of risks in 
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increasingly complex and integrated 
financial markets.” 


OSFI has taken action to address our 
audit concerns 


16.17 OSFI has taken many satisfactory 
steps to deal with our recommendations. 
Although a formal evaluation of the 
regulatory and supervisory framework 
recommended in the 1995 chapter has not 
been done, the policy framework has 
undergone intense scrutiny and review 
over the last few years. In addition, 
OSFI’s mandate and relationships have 
been clarified. OSFI has introduced a 
revised supervisory risk management 
framework for all federally regulated 
financial institutions, and reorganized its 
supervisory and regulatory resources. It 
has also implemented several human 
resources initiatives, improved 
communication with the industry and is in 
the process of streamlining approval 
requirements. 


Co-ordination between OSFI and CDIC 
has improved but requires continuous 
attention 


16.18 OSFI and CDIC have taken 
significant initiatives to improve their 
working relationship. Given the nature of 
their respective mandates, their 
relationship needs to be continuously 
reviewed to ensure that there are no 
inconsistencies and unproductive 
duplication. 


Recruiting and retaining qualified 
employees at OSF1 is still a significant 
challenge 


16.19 The competition for talent in the 
financial sector is fierce, especially in 
Toronto. OSFI needs to continue its efforts 
to become more competitive in the 
financial sector labour market if it is to 
fulfil its mandate in evermore challenging 
circumstances. As argued by the 
Superintendent, “OSFI’s biggest challenge 
is still to retain, recruit, train and develop 
more people who can understand and 
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OSFI has taken many 
satisfactory steps to 
deal with our 
recommendations. 


OSFI needs to 
continue its efforts to 
become more 
competitive in the 
financial sector labour 
market if it is to fulfil 
its mandate in 
evermore challenging 
circumstances. 
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Canada’s financial 
services sector is 
about to undergo 
profound changes that 
could affect OSFI’s 
ability to fulfil its 
mandate. 


The OSFI Act was 
amended in 1996 to 
include a legislated 
mandate. 


work with an increasingly complicated 
financial services industry and the more 
complex risks to which that industry is 
exposed.” 


OSFI’s supervisory ability could be 
under pressure in the short term 


16.20 With the proposed legislative 
amendments, Canada’s financial services 
sector is about to undergo profound 
changes that could affect OSFI’s ability to 
fulfil its mandate. For example, new 
entrants in the financial system, merging 
financial institutions or an increased 
presence by foreign financial institutions 
could erode OSFI’s regulatory and 
supervisory ability. The International 
Monetary Fund recently reported, 
“Growth in the numbers of small-sized 
institutions could lead to increased 
numbers of exits of financial institutions 
in future years, and stretch OSFI’s and 
CDIC’s current level of supervisory 
resources and procedures.” 


Observations 


There is no formal evaluation of the 
regulatory framework for 
deposit-taking institutions 


16.21 Our 1995 chapter recommended 
that the government assess the validity of 
the policy objectives for deposit-taking 
institutions and evaluate how well the 
regulatory and deposit insurance system 
meets these objectives. The Public 
Accounts Committee supported this 
recommendation. In its report to the 


. House of Commons, the Committee 


suggested that the government carry out a 
comprehensive evaluation of the system 
for supervising and regulating federally 
regulated financial institutions. 


16.22 The Department of Finance 
argues that legislative sunset clauses 
ensure that legislation is periodically 
reviewed at least every five years. 
Furthermore, with the MacKay report in 
1998, the June 1999 policy paper and the 
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June 2000 legislation introduced in 
Parliament, the Department argues that 
comprehensive reviews of Canada’s 
financial sector and regulatory framework 
have been undertaken in consultation with 
the industry and with consumer groups. 


OSFI’s mandate and relationships were 
clarified 


16.23. In our 1995 chapter, we noted the 
lack of clarity in the mandates of OSFI, 
CDIC and the Department of Finance. We 
also discussed the issue of overlapping 
statutory responsibilities between CDIC 
and OSFI and its impact on the regulatory 
burden of financial institutions. In 
addition, we reported that there was no 
clear division of responsibilities between 
OSFI and CDIC and that no accountability 
framework existed. The chapter 
recommended that the Department of 
Finance clarify its role and its 
responsibility for the functioning of the 
regulatory and deposit insurance system, 
in particular the co-ordination of activities 
of OSFI and CDIC. It also recommended 
that the mandate of the Financial 
Institutions Supervisory Committee 
(FISC) be clarified and its functioning as a 
mechanism for consultation and exchange 
of information be reviewed. 


16.24 The OSFI Act was amended in 
1996 to include a legislated mandate. 
OSFI developed five objectives that are 
critical to the successful achievement of 
its mission: public confidence, safeguard 
from undue loss, cost effectiveness, 
competition and high-quality service. 
OSFI believes that these objectives and a 
clear mandate better enable the public, 
financial institutions, and other interested 
parties to understand its roles and the 
manner in which it is expected to carry 
out its responsibilities. The objectives set 
standards against which OSFI can be held 
accountable and its performance can be 
assessed. OSFI has developed and 
implemented some measurement 
indicators related to its strategic 
objectives, and more are planned. 
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16.25 Measures have been taken to 
review and update CDIC’s Standards of 
Sound Business and Financial Practices 
and OSFI is working on new guidelines. 
The Department of Finance announced in 
1999 that the Standards by-laws would 
remain at CDIC and that they would be 
updated to streamline the associated 
administrative process. CDIC and OSFI 
are collaborating in developing the 
proposed changes to CDIC Standards, 
OSFI guidelines and related processes. 


16.26 OSFI’s and CDIC’s working 
relationship has improved. A guide to 
intervention for federal financial 
institutions, published in 1995, describes 
in detail how OSFI and CDIC are to 
co-ordinate interventions. In addition, 
OSFI and CDIC have embarked on 
significant initiatives to improve their 
working relationship, such as the 
establishment of the OSFI/CDIC Liaison 
Committee and the OSFI/CDIC Working 
Group on standards and information. The 
OSFI/CDIC Strategic Alliance is regularly 
reviewed and is in the process of being 
revised in light of the proposed changes to 
financial institutions legislation. These 
initiatives have resulted in enhanced 
co-ordination and information sharing 
between the two agencies. 


16.27. OSFI and CDIC need to 
continue monitoring their relationship 
to ensure that there is no unproductive 
overlap. The mandates of OSFI and CDIC 
are different but they do intersect in 
certain areas. For example, both agencies 
have risk assessment functions and 
capabilities. Parliament has adopted a 
regulatory system that provides checks 
and balances and healthy tension between 
the two organizations. OSFI and CDIC 
need to monitor their relationship 
continuously to ensure cost-effectiveness, 
consistency and proper sharing of 
information. 


16.28 OSFlis addressing the 
effectiveness of FISC. Although OSFI 
does not believe that the mandate of the 
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Financial Institutions Supervisory 
Committee needs to be reviewed, steps 
have been taken to enhance and broaden 
the topics of discussion. For example, to 
make the agenda relevant to more 
members and to increase attendance at the 
quarterly meetings, broad financial sector 
issues are now discussed as opposed to 
simply exchanging information on 
problem areas or strategies for dealing 
with troubled institutions. To increase the 
Committees’ effectiveness, OSFI recently 
recanvassed members to seek their views 
on FISC and is to refine the agenda 
further. 


Risk assessment, monitoring and 
supervisory practices have been 
reviewed and implemented 


16.29 To fulfil its strategic objective of 
“safeguarding against undue loss”, OSFI 
needs to have strong and effective 
supervisory practices. Our 1995 and 1997 
chapters contained numerous observations 
on these practices and recommendations 
for improvements. 


16.30 The 1995 chapter recommended 
that OSFI: 


* give priority to strengthening its 
supervisory practices and reallocate 
resources between examination and 
monitoring activities; 


* formalize the processes for 
exercising discretionary powers so that its 
remedial measures would be timely; 


+ strengthen the assessment of 
specialized risk areas such as treasury, 
securities and management information 
system; and 


* enhance the examiners’ risk 
assessment and management capabilities. 


16.31 Inthe 1997 chapter, we 
complimented OSFI for developing 
performance measurement for its 
regulatory regime. We recommended that 
OSFI: 


- develop a more rigorous system of 
determining insurance companies ratings; 
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A reliance-based 
approach should allow 
OSFI to concentrate its 
supervision on 
activities that are more 
likely to affect an 
institution’s risk 
profile, and allow it to 
better carry out its 
early intervention 
mandate. 


OSFI has taken a 
number of initiatives to 
enhance its 
supervisory program 
for financial 
institutions, pension 
plans and insurance 
companies and to 
better fulfil its 
safeguarding mandate. 


* focus better on key risk areas of life 
insurance companies; 


* review the role of the actuarial staff 
and improve its relationship with 
examiners and analysts; 


* strengthen its relation with foreign 
regulators; and 


* integrate the monitoring and 
examination functions of the Pension 
Benefits Division. 


16.32 Since these reports were 
published, OSFI has taken a number of 
initiatives to enhance its supervisory 
program for financial institutions, pension 
plans and insurance companies and to 
better fulfil its safeguarding mandate. 
Some of these measures are still in 
progress. 


16.33 In 1996 the government 
introduced an early intervention policy. 
The intervention policy included a 
legislated mandate for prompt intervention 
by OSFI and by the financial institutions. 
This included the power to close 
institutions in trouble. Guides to 
intervention for each industry group were 
also published, clarifying the steps the 
Supervisor shall take when conditions 
deteriorate. 


16.34 A new supervisory framework 
was implemented. In 1997 OSFI formed 
the Regulatory and Supervisory Practices 
Division to enhance OSFI’s risk 

management methodology. It developed a 


_ tisk-based supervisory framework to 


assess the safety and soundness of 
financial institutions. The new framework, 
implemented in 1998-99, is designed to 
enable OSFI to assess the inherent risks 
associated with a financial institution’s 
significant activities (such as credit risk, 
operational risk and liquidity risks) as well 
as the quality of its risk mitigation for 
those activities (such as internal audit, 
board oversight, compliance and financial 
analysis). 
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16.35 Reliance-based approach 
should facilitate focus on high-risk 
activities. OSFI relies on off-site 
monitoring while on-site work focusses on 
in-depth evaluations of risks in selected 
business lines. This approach means that 
OSFI relies greatly on the work of an 
institution’s internal management and 
control function. A reliance-based 
approach should allow OSFI to 
concentrate its supervision on activities 
that are more likely to affect an 
institution’s risk profile, and allow it to 
better carry out its early intervention 
mandate. 


16.36 OSFI reorganized its 
supervisory and regulatory resources. 
The organizational distinction between 
analysis and examination was eliminated 
in 1998. OSFI integrated the full range of 
supervisory functions in the new position 
of Relationship Manager, assigned to 
every institution. This individual is 
responsible for maintaining contact with 
the institution and for establishing the 
level of intervention based on its financial 
health. 


16.37 OSFI also established a Specialist 
Support Sector to provide in-depth 
technical support to the Relationship 
Manager. It is composed of specialists 
who focus on selected activities or issues 
through cross-system reviews and seek to 
better understand the prudential 
implications of emerging systemic risks. 
The Specialist Support Sector is 
subdivided into eight divisions: 
accounting, financial analysis and data 
management, capital markets, capital, 
compliance, credit risk management, 
financial services technology specialist, 
and actuarial. 


16.38 A new risk rating scheme is 
presently being developed. The new 
rating scheme will replace the CAMEL 
financial institution rating (capital, asset 
quality, management, earnings and 
liquidity) and will be applicable to all 
federally registered financial institutions. 
It should be ready for consultation next 
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year. The rating criteria will capture areas 
such as corporate governance and will be 
linked to new corporate governance 


guidelines and the supervisory framework. 


The scheme will be subject to review and 
comments by the industry before it is 
adopted. 


16.39 New lines of communications 
have been established with major 
foreign regulators. OSFI has entered into 
several memoranda of understanding with 
major foreign regulators. Relationship 
Managers are now contacting these 
regulators whenever deemed necessary. 


16.40 The monitoring and 
examination functions of private 
pension plans are now integrated as 
recommended. OSFI has developed a 
Risk Assessment System that captures 
actuarial information. It has also 
developed an intervention process 
whereby high-risk pension plans are 
identified and closely monitored so that 
problems can be dealt with in a timely 
manner. The on-site examination function 
has been transferred from Toronto to 
Ottawa, where pension supervisors are 
completing their training in on-site 
examination. OSFI has introduced regular 
peer review and quality control processes. 
It has also established an Intervention 
Committee within the Pension Division to 
regularly review problem pension plans. 


Improved communication with the 
industry and streamlined compliance 
requirement 


16.41 In 1995 we recommended that 
OSFI clarify its governance expectations 
concerning the board of directors, senior 
management and internal auditors of 
regulated institutions. We further 
recommended that OSFI explore avenues 
of achieving cost efficiencies to reduce 
demands on the industry, and that OSFI be 
more transparent in disclosing its 
analyses. For example, the CAMEL risk 
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rating was given as an area where 
enhanced transparency would be 
desirable. 


16.42 In 1997 we recommended that 
OSFI develop standards of sound business 
practices for the property and casualty 
insurance industry and that both OSFI and 
the Department of Finance review the 
compliance requirements and consider 
methods of reducing any negative impact 
on insurance companies. We also 
recommended that OSFI strengthen its 
communication with insurance company 
officials and that it work to adopt 
multilateral agreements to enhance the 
consistency of the federal-provincial 
pension plan regulatory framework. 


16.43 OSFI meets regularly with 
boards of directors and management. 
OSFI is now conveying its expectations as 
part of the supervisory program. It 
believes that corporate governance 
requirements are well known and 
understood. Nonetheless, it will clarify its 
expectations on corporate governance and 
best practices with the publication of 
corporate governance guidelines, soon to 
be released. 


Many of the recent 
initiatives that OSFI 
has taken should have 
a positive impact on its 
efficiency and 
compliance costs. 


16.44 OSFI has taken measures to 
improve its efficiency and to reduce 
compliance costs. Many of the recent 
initiatives that OSFI has taken should 
have a positive impact on its efficiency 
and compliance costs. These initiatives 
include development of the new 
supervisory framework, the focus on 
corporate governance, creation of 
Relationship Managers, establishment of a 
Specialist Group, the increased reliance on 
self-assessment and new internal audit 
requirements. 


16.45  OSFI has introduced user fees 
for selected regulatory services. The user 
fees were designed to more fairly allocate 
costs to the users of those services. 
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A new organizational 
structure has created 
opportunities for 
advancements that 
allow staff to assume 
more responsibility 
and broaden their 
experience. 


OSFI has developed a 
medium-term human 
resources strategic 
plan entitled Your 


Vision — Our Mission. 


16.46 The legislation before 
Parliament contains provisions to 
streamline OSFI’s regulatory approval 
process. A number of transaction 
applications will need only the 
Superintendent’s approval instead of 
ministerial approval. Furthermore, under a 
new notice-based approval process, 
applications will be automatically 
approved 30 days following their receipt, 
unless the Superintendent raises concerns. 


16.47 The rating results under the 
new supervisory framework will be 
shared with regulated financial 
institutions. Once the new rating system 
is developed and implemented, OSFI will 
be informing institutions of their overall 
rating. 


16.48 OSFI is drafting standards of 
sound business for the property and 
casualty insurance industry. OSFI is 
waiting for CDIC’s Standards to be 
reviewed before going ahead with its own 
standards to ensure comparability. The 
new OSFI Standards should be finalized 
by the end of 2001. 


16.49 Overlapping regulatory 
framework for pension plans is being 
addressed. The Canadian Association of 
Pension Supervisory Authorities (CAPSA) 
has formed a permanent secretariat and a 
committee to consider a reference model 
statute that could eventually be adopted 
by every jurisdiction. OSFI, a member of 
CAPSA, is actively supporting such a 
model law. 


OSFI has improved human resources 


. Management practices 


16.50 In our 1995 and 1997 chapters, 
we made a number of recommendations 
on OSFI’s human resources management. 
In both chapters, we highlighted the need 
to enhance the skills and competencies of 
the examination staff. In 1997 we 
identified other human resources 
management issues, such as the need to 
attract and retain qualified staff and the 
importance of having a framework for 
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human resources management that is 
responsive to OSFI’s changing needs. We 
also recommended that changes be made 
to the human resources framework in 
areas such as classification and 
compensation, and that the recruitment 
and retention strategies be based on 
documented analysis. The Public 
Accounts Committee reinforced the 
importance of better human resources 
management systems. 


16.51 OSFI is seeking to become a 
learning organization. OSFI has 
developed a suite of training and 
self-learning programs that respond to its 
needs in both technical and non-technical 
areas. Six percent of OSFI’s budget is 
earmarked for training and professional 
development. OSFI now performs 
office-wide annual training needs 
assessments to ensure that the training and 
learning programs are need-based and 
timely. Whenever possible, the training 
courses will include a combination of 
academic and industry specialists and 
OSFI expertise in order to ensure that the 
most current industry-specific issues are 
being presented. A new organizational 
structure has created opportunities for 
advancements that allow staff to assume 
more responsibility and broaden their 
experience. In addition, the new Specialist 
Support Sector has a mandate to provide 
expertise to the other OSFI sectors 
through sharing information with 
front-line supervisors and regulatory staff 
in support of their activities. 


16.52 OSFI has developed a 
medium-term human resources strategic 
plan entitled Your Vision —Our Mission. 
The plan provides direction for the 
continuing evolution of human resources 
management, with linkages to the Office’s 
strategic plan. OSFI has implemented, or 
is in the process of implementing, a 
number of important initiatives to recruit 
candidates for vacant positions and retain 
qualified employees. These initiatives 
include a new classification system, 
flexibility options afforded to OSFI as a 
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separate employer, the development of 
competency profiles for all jobs at OSFI, 
improved compensation and performance 
pay, and options for staffing and recruiting 
such as the Career Management Program, 
which recruits new employees directly 
from universities and provides them with 
on-the-job and external training. 


16.53. OSFI has also recognized the 
need to improve its information-reporting 
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capabilities for human resources 
management. It agrees that sound 
information on programs relating to 
human resources management depends on 
thorough analysis based on comprehensive 
information. A new human resources 
management system that integrates 
information such as retention, vacancy 
and pay rates was implemented in 

April 2000. 
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A Guide on Revolving 
Funds and revised 
policy have now been 
issued. 


Revolving Funds in the Parliamentary System: Financial 
Management, Accountability and Audit — 1995, Chapter 24 


Assistant Auditor General: Ron Thompson 
Director: John Apt 


Background 


16.54 A revolving fund is a “revenue 
re-spending authority.” Once Parliament 
authorizes a revolving fund for an 
organizational unit of the government, the 
managers of that unit can re-spend its 
revenues on an ongoing basis for approved 
purposes and within agreed limits. For the 
year ended 31 March 1999, there were 17 
revolving funds with approximately 

$1.2 billion in revenues and expenses. 


16.55 In our 1995 chapter, we 
recommended that the Treasury Board 
Secretariat strengthen its policies 
governing revolving funds. The chapter 
noted that the Secretariat needed to 
improve its oversight of organizations that 
operate revolving funds. The Secretariat 
agreed to take the recommendations into 
account when the next revisions to the 
revolving fund policy were made. 


Scope 


16.56 Our follow-up consisted of a 
review of actions taken by the Treasury 
Board Secretariat in response to our 


recommendations. We held discussions 


with Treasury Board staff, reviewed the 
Guide on Revolving Funds issued in 
December 1997, and reviewed the revised 
policy and related documents. Our work 
was designed to provide a moderate level 
of assurance that our recommendations 
have been addressed. We did not 
specifically examine the revolving funds 
or the practices of the departments 
involved. 


Conclusion 


16.57 Progress on addressing the 
recommendations of our November 1995 
chapter has been slow. For example, the 
Treasury Board Secretariat issued the draft 
Guide on Revolving Funds in December 
1997 and it remains in a draft format. The 
revised Policy on Special Revenue 
Spending Authorities, which includes the 
policy on revolving funds, was approved 
for distribution in June 2000. 


16.58 Nevertheless, the use of the 
Guide by revolving fund management and 
implementation of the revised policy 
substantially address the recommendations 
we made in 1995. 


Observations 


16.59 The table in Exhibit 16.1 
provides our 1995 recommendations and 
the Treasury Board Secretariat response. 
A summary of the current status of these 
recommendations is presented in the 
following paragraphs. 


16.60 Additional guidance on 
relationship between revolving fund and 
host department. Treasury Board policy 
requires departments to obtain Treasury 
Board approval of the roles and 
responsibilities of the Deputy Head and 
the revolving fund management when a 
revolving fund is established. This 
agreement should be reviewed every three 
to five years as part of the mandate and 
viability review to ensure that it continues 
to be appropriate. The draft Guide on 
Revolving Funds states that the 
relationship between the unit operating a 
revolving fund and the host department 
should form part of the framework 
document in order to link accountability 
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to a sense of strategic direction and 
provide stability. 


16.61 Strengthened criteria for 
granting and reviewing revolving funds. 
The general criteria for establishing a 
revolving fund are listed in Appendix B of 
the Treasury Board policy. The draft 
Guide provides criteria and issues to be 
considered when establishing a revolving 
fund, as well as those to be considered 
when assessing the continuing need for the 
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revolving fund. The mandate and viability 
of revolving funds are to be reviewed 
every three to five years. Mandate and 
viability reviews have been requested 
from all organizations that operate 
revolving funds. These reviews are to be 
completed by May 2001. 


16.62 Adoption of Generally 
Accepted Accounting Principles. The 
policy requires that financial statements 
be prepared in accordance with Treasury 


Exhibit 16.1 


Recommendations of Our 1995 Chapter on Revolving Funds 


November 1995 Chapter 24 


Office of the Auditor General Recommendations 


Treasury Board Secretariat Response 


24.57 Treasury Board should provide additional guidance in its 
policies, or in some other appropriate vehicle, on the general 
organizational relationship between the unit operating a 
revolving fund and the host department. 


Within the existing government framework, consisting of 
legislation, regulations and Treasury Board policies, this 
recommendation will be taken into account when the next 
revisions to the revolving fund policy are made. 


| 

24.65 Treasury Board should strengthen the criteria for granting 

| revolving funds and for periodically assessing and reaffirming 
their continued appropriateness. 


This recommendation will be taken into account when the next 
revisions to the policy are proposed. 


24.70 Treasury Board should adopt Generally Accepted 
Accounting Principles as the standard financial accounting 
measure for all revolving funds. 


The Treasury Board Secretariat recognizes the importance and 
usefulness of Generally Accepted Accounting Principles, and 

this recommendation will be taken into account when the next 
revisions to the policy are proposed. 


| 

| 24.77 Treasury Board should require that units using 
revolving funds adopt a form of annual reporting that includes 

| financial statements, performance reporting using an 
established available framework and a comprehensive 
“Management Discussion and Analysis” section. These reports 
should be submitted to Treasury Board and be available for 
public scrutiny. 


The Treasury Board Secretariat recognizes the usefulness of 
this recommendation, and it will be given full consideration 
when the next revisions to the policy are proposed. 


24.84 Treasury Board should issue guidelines for independent 
validation of disclosed information on revolving funds that 
calls attention specifically to compliance with authority as well 
as to the fairness of the financial statements, and that identifies 
who carried out the validation. 


The Treasury Board will take this recommendation into 
account when the next revisions to the policy are made. 


24.93 Treasury Board Secretariat should consider alternative 
strategies and approaches for oversight of revolving funds. 


24.99 Treasury Board staff should assess how best to build the 
appropriate capacity needed to support better use of revolving 
funds and accrual accounting. 


Independent of the funding mechanism chosen for an activity, 
the government considers and implements alternative | 
strategies and approaches for oversight as appropriate. | 
Examples are provided in the recent publication “Framework 

for Alternative Program Delivery”. 


The Treasury Board Secretariat agrees with this 
recommendation, and had already taken steps prior to the 
commencement of the audit to achieve these ends. 
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Board Secretariat accounting policies 
based on Generally Accepted Accounting 
Principles (GAAP). 


16.63 Strengthened annual reporting. 
The policy requires that financial and 
operational performance of the revolving 
fund be assessed relative to the business 
plan every three to five years. The draft 
Guide provides guidance on preparation of 
the framework document and business 
plan, including performance measures and 
targets and reporting requirements. It also 
describes each of the required financial 
statements. 


16.64 Independent validation of 
disclosed information. The policy 
requires financial statements to be audited 
to assess compliance with the Treasury 
Board Secretariat accounting policies. The 
draft Guide provides a model, objective 
and scope in Sections 7040 through 7042. 
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16.65 Alternative strategies for 
oversight. Departments will be required 
to submit to Treasury Board, with the 
Annual Reference Level Update, a 
multi-year business plan that will include 
planned use of their drawdown authority, a 
long-term capital plan if applicable, and 
the rates to be charged in the next fiscal 
year. In addition, the results of the 
mandate and viability reviews will be 
analyzed by the Treasury Board 
Secretariat and recommendations will be 
made as appropriate. This measure will 
assist in ensuring appropriate Treasury 
Board oversight of organizations that 
operate revolving funds. 


16.66 Capacity to support better use 
of revolving funds and accrual 
accounting. Training for program analysts 
was planned for this summer. The 
Treasury Board Secretariat recognizes 
that this type of training is an ongoing 
requirement. 
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Canada Labour Relations Board — 1997, Chapter 26 


Assistant Auditor General: Jean Ste-Marie 
Director: Sue Morgan 


Background 


16.67 We reported to Parliament on the 
Canada Labour Relations Board (CLRB) 
in December 1997. The report focussed on 
travel expenditures, allowances, and 
benefits reimbursed to the Chair and 
members of the CLRB. The report also 
made recommendations to address 
financial control problems. 


16.68 We observed that some of the 
CLRB’s financial practices would not bear 
the closest public scrutiny. We reported 
that there were no time frames for former 
Board members to complete cases, and 
questioned the cost effectiveness of their 
open-ended appointment. 


16.69 We also commented that the 
CLRB’s travel and hospitality rates for its 
Governor in Council (GIC) appointees 
were significantly higher than the rates 
applicable to public servants. 


16.70 We made specific 
recommendations affecting the CLRB and 
government-wide recommendations 
affecting other entities that have authority 
to establish their own travel and 
hospitality policies. 


16.71 Subsequent to our audit, 
Parliament passed Bill C-19, which came 
into force 1 January 1999. This legislation 
was introduced to modernize and improve 
the collective bargaining process for 
federally regulated industries. The Bill 
established the Canada Industrial 
Relations Board (CIRB) as a 
representational, quasi-judicial tribunal 
responsible for interpreting and applying 
the Canada Labour Code. The CIRB is the 
successor to the CLRB. 


16.72 In response to our audit, the 
Comptroller General issued a letter to 


deputy heads and senior financial officers 
about the financial management 
responsibilities of Governor in Council 
appointees. The Treasury Board 
Secretariat also revised the wording of the 
Special Travel Authorities. The 
government issued an order-in-council 
directing that entities with the authority to 
establish their own travel and hospitality 
policies be guided by Treasury Board 
Special Travel Authorities and Hospitality 
policy. 


16.73 This follow-up report focusses on 
the corrective action taken by the CIRB 
and the government on our 
recommendations in the 1997 chapter. 


The Canada Industrial 
Relations Board is the 
successor to the 


Scope Canada Labour 


16.74 We reviewed the government’s Relations Board. 


progress since December 1997 in 
improving the accountability of Governor 
in Council appointees for their travel and 
hospitality expenses. 


16.75 We examined travel and 
hospitality expenses of the CIRB Chair 
and the members. We also examined the 
CIRB’s performance levels, the 
assignment of cases to former Board 
members and the per diem amounts paid 
to the former members. 


16.76 We reviewed actions taken by the 
Treasury Board Secretariat and the Privy 
Council Office. In addition, we reviewed 
the performance reports of the six entities 
that have established their own travel and 
hospitality policies (the same six entities 
featured in our 1997 chapter). 


Conclusion 


16.77 Our follow-up work indicates that 
the CIRB has made progress in addressing 
the recommendations that dealt with the 
financial control problems. To a large 
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The Canada Industrial 
Relations Board has 
incorporated most of 
the Treasury Board 
rates in its policies. 


The Canada Industrial 
Relations Board paid 

its former members a 

significant amount in 

per diem expenses. 


degree, it is using Treasury Board rates for 
the Chair’s and the Board members’ travel 
and hospitality expenses. 


16.78 However, the CIRB paid its 
former members significant per diem 
amounts for completing their cases. As 
well, the continued appointments of 
former members are still open-ended 
unless the Chair exercises his discretion to 
withdraw and reassign cases. On average, 
it was taking longer to hear and to process 
cases in the three-year period. 


16.79 The government as a whole has 
not taken adequate action to address our 
concerns about the need to improve the 
accountability framework governing travel 
and hospitality expenses of senior 
Governor in Council appointees. 


Observations 


CIRB’s travel and hospitality policies 


16.80 Under its new legislation, the 
CIRB has the same authority to establish 
its own travel and hospitality policies as 
the CLRB had. As part of its policies, the 
CIRB has incorporated most of the 
Treasury Board rates for the Chair and the 
Board members. 


16.81 The CLRB had 14 full-time 
Governor in Council appointees. As the 
deputy head, the Chair (GIC-10) of the 
CLRB had “full discretion” over his travel 
expenses. The Chair claimed actual 
expenses. The five Vice-Chairs (GIC-9) 
and eight members (GIC-5) were 
reimbursed for their travel expenses using 


.a per diem system that required no 


receipts. 


16.82 At the time of our follow-up 
review, the CIRB had 11 full-time 
Governor in Council appointees: the Chair 
(GIC-9), four Vice-Chairs (GIC-7), and 
six members (GIC-5). In May 2000, the 
Governor in Council appointed an 
additional Vice-Chair and six part-time 
members in the regions. The Chair, at 
level 9, retains discretion under the 
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Treasury Board’s Special Travel 
Authorities. However, the CIRB’s travel 
policy applies to all Board members, 
including the Chair. The Vice-Chairs and 
the other members do not have discretion 
over their travel expenses. They are 
required to follow the CIRB’s travel and 
hospitality policies, which are similar to 
the Treasury Board’s policies. 


16.83 Our review of a sample of travel 
and hospitality expenses of Board 
members and the Chair indicates that the 
CIRB is using the Treasury Board rates to 
a large degree. 


Continued appointment of former 
Board members in the transition period 


16.84 In our 1997 chapter, we 
recommended that the government take 
the necessary steps to reintroduce 
legislation to clarify authority and 
responsibilities within the Board. Bill 
C-19 provided the Chair of the CIRB with 
control over assignment of cases and 
clarified the authority and responsibilities 
within the Board. 


16.85 In 1997, we questioned the 
CLRB’s use of former members to hear 
cases long after their full-time terms had 
expired. We recommended that the 
government limit the continued 
appointment of former Board members to 
a reasonable period. 


16.86 When the new legislation came 
into force in January 1999, it provided for 
the former members to complete the cases 
they had heard while on the CLRB. The 
former members were paid a per diem rate 
set by the Governor in Council. We 
observed that the continued appointments 
of former members are still open-ended — 
that is, with no termination date. However, 
in order to terminate the arrangements 
with the former members, the Chair would 
have to exercise a transitional provision of 
Bill C-19, which would provide him with 
the discretion to withdraw and reassign 
any cases not disposed of within one year 
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following the legislation’s coming into 
force. 


16.87 Effective 1 January 1999, the 
CIRB inherited 542 cases from the CLRB; 
408 of these cases were reassigned to 
CIRB members and 134 cases remained 
with the former members. As at 31 March 
2000, there were 43 unresolved CLRB 
cases. In May 2000, the CIRB advised us 
that there were only 10 unresolved CLRB 
cases. The former Board members 
collectively disposed of 91 cases during 
January 1999 to March 2000. 


Payment to former members was the 
major transition cost 


16.88 Under normal circumstances, 
tenures of Board members are staggered 
to ensure continuity in the Board’s 
operations. However, with the 
implementation Bill C-19 on 1 January 
1999, the new CIRB was created and the 
CLRB abolished, ending the terms of all 
the Board members. This led to one-time 
transition costs of $1.7 million. The CIRB 
told us that, with the new Board only 
partially staffed, it had no choice but to 
have certain former members return to 
handle the CLRB’s outstanding cases. 


16.89 The CIRB paid its former 
members $895,000 in per diem expenses 
and $43,000 in travel expenses for the 
period of January 1999 to March 2000. 
From April 1997 to December 1998, the 
CLRB had paid $53,000 in per diem 
expenses and $12,000 in travel expenses 
to its former members. The travel 
expenses do not include prepaid airfare 
costs. 


16.90 The payment to the former 
members was the single biggest 
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expenditure of the CIRB’s $1.7 million in 
transition costs. In 1997, we reported that 
the CLRB had spent about $1.7 million in 
per diem expenses during the eight years 

between April 1989 and March 1997, 


Overall decline in performance levels 


16.91 There was an overall decline in 
performance levels. We looked at the 
three-year period but did not distinguish 
between files processed by the CLRB and 
the CIRB. We note that the total number 
of completed cases increased in 
1999-2000 compared with previous years. 
The CIRB disposed of 852 cases in 
1999-2000; 605 cases had been disposed 
of in 1998-99 and 626 cases in 1997-98. 
On average, however, it was taking longer 
to hear and to process cases in the 
three-year period than it did in the 
preceding years. Exhibit 16.2 shows 
increasing Case processing times from 
1997-2000. The CIRB told us that it has 
made progress in reducing the processing 
times for cases received after 1 January 
1999: 


16.92 The CIRB advised us that the 
following factors negatively affected 
processing times: 


* extraordinary increase in workload 
resulting from new cases; 


* delays in appointing new members to 
the CIRB; and 


- difficulty in re-assigning cases 
already heard by former CLRB 
Vice-Chairs. 


16.93 Our review of the CIRB’s 
workload indicates that the growing 
backlog of cases is due to a significant 
increase in new cases. The CIRB told us 
that the workload increase stems from 


| 1997-98 1998-99 1999-2000 
aes : 4 — 
Days to process case without | 
public hearings 129 150 176 
Days to process case with 
public hearings 330 560 403 


Exhibit 16.2 


Canada Industrial Relations 
Board Case Processing Times 
— 1997-2000 


Source: CIRB performance information 
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major structural and technological 
changes being experienced by clients such 
as the airline, telecommunications and 
broadcasting industries. The CIRB 
advised us that it will be implementing 
more aggressive administrative steps, such 
as alternative dispute resolution, to handle 
the increasing workload. 


Accountability by senior Governor in 
Council appointees 


16.94 In 1997, we recommended that 
the Privy Council Office and the Treasury 
Board Secretariat clearly explain to the 
Governor in Council appointees the role 
of deputy head and senior financial officer 
under the Financial Administration Act 
and Treasury Board regulations and 
policies. 


16.95 In August 1999, the Privy 
Council Office issued a booklet called “A 
Guide Book for Heads of Agencies — 
Operations, Structures and 
Responsibilities in the Federal 
Government.” It provides an overview of 
government operations and the role of the 
deputy head. 


16.96 In response to our audit, the 
Comptroller General issued a letter in 
December 1997 to all deputy heads and 
senior financial officers about their 
respective financial management 
responsibilities under the Financial 
Administration Act. The letter reiterated 
the Treasury Board’s comptrollership 
policy requirement that the senior 
financial officer consult the Deputy 
.Comptroller General when the actions of 
the deputy head would pose a financial 
risk or violate government policy. 


16.97 The Treasury Board’s Policy on 
Responsibilities and Organization for 
Comptrollership does not adequately deal 
with senior Governor in Council 
appointees whose travel and hospitality 
expenses deviate from Treasury Board 
policies. The comptrollership policy relies 
on the senior financial officer, a 


subordinate to the deputy head, to notify 
the Deputy Comptroller General about 
financial management irregularities 
involving the deputy head. 


16.98 We asked the Treasury Board 
Secretariat about any follow-up action that 
it had taken since the December 1997 
letter. The Secretariat advised us that no 
follow-up action was required, because 
the onus to seek assistance and advice 
rests with the senior financial officer. 


16.99 We noted in our 1997 chapter 
that conflicting phrases such as “full 
discretion” and “general principles” 
created confusion and the government 
should clarify “the general principles.” 
Consequently, the Treasury Board 
Secretariat changed the phrase “full 
discretion” to “discretion” in the Special 
Travel Authorities. 


16.100 The revised Special Travel 
Authorities state, “heads of departments 
and agencies have discretion over 
commercial accommodation selected, 
telephone calls, [and] meals and 
incidentals in excess of the per diems, 
based on receipts.” The Special Travel 
Authorities elaborate on “discretion” in 
the following manner: 


This discretion should be exercised 
with prudence and probity, mindful 
that all expenditures must further 
government objectives. Although 
specific circumstances may warrant 
exceptional expenses, the basic norm 
should be comfortable and 
convenient, but not excessive. A 
benchmark may be found in the 
provisions of the Treasury Board 
Travel Directive. 


16.101 The Special Travel Authorities 
emphasize the responsibility of senior 
Governor in Council appointees for their 
own travel and hospitality expenses. 
However, they are still too vaguely 
worded, leaving the senior Governor in 
Council appointees to determine their own 
standard for “the basic norm.” The 
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Treasury Board Secretariat did not clarify 
the “general principles.” Accordingly, we 
conclude that the policies governing 
senior Governor in Council appointees’ 
travel and hospitality expenses have 
essentially not changed. 


Order-in-council introduced in 1997 


16.102 In 1997, we recommended that 
the government propose legislation to 
Parliament containing guidelines for travel 
and hospitality expenditures by entities 
that have the authority to establish their 
own policies. We reported that 36 of the 
52 entities we consulted have the authority 
to establish their own travel and 
hospitality policies, which can vary from 
Treasury Board policies. 


16.103 In response, the government 
introduced an order-in-council in 
December 1997. It directed that 
organizations with the authority to 
establish their own travel and hospitality 
policies be guided by Treasury Board’s 
Special Travel Authorities and Hospitality 
Policy. This direction does not apply to 
judges and to Governor in Council 
appointees in Crown corporations. 


16.104 An order-in-council such as the 
one made in December 1997 does not 
override provision for travel and 
hospitality authority in an entity’s 
enabling legislation. Thus, for Governor in 
Council appointees in entities that have 
travel and hospitality authority, the 
order-in-council merely provides 
guidance. 


Monitoring of travel and hospitality 
expenses 


16.105 Although the majority of 
Governor in Council appointees are in 
entities that have authority to establish 
their own policies, the Treasury Board 
Secretariat does not monitor their travel 
and hospitality expenses. 


16.106 There are about 360 full-time 
Governor in Council appointees in the 52 
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boards, agencies and commissions. Of 
these appointees, 339 are in 36 entities 
that have the authority to establish their 
own policies. For the majority of the 
Governor in Council appointees, Treasury 
Board policies and the order-in-council 
serve only as guidance. 


16.107 In view of the open and varying 
authority framework governing travel and 
hospitality expenses of Governor in 
Council appointees, we believe that more 
concrete steps are needed to monitor their 
practices. Although the government has 
moved to clarify financial management 
responsibilities, in our opinion the 
Treasury Board Secretariat has not taken 
adequate measures to improve the 
accountability of Governor in Council 
appointees for their travel and hospitality 
expenditures. 


Reporting to Parliament 


16.108 In 1997, we commented that 6 of 
the 36 entities with authority to do so had 
established their own travel and 


hospitality policies. We recommended that 


those entities report to Parliament on their 
policies and the resulting additional costs 
in comparison with Treasury Board 
policies for public servants. 


16.109 Two of the six entities 
subsequently reported to Parliament in 
1998 and 1999 that they had their own 
policies. A third entity did not report to 
Parliament because, in the entity’s 
opinion, the difference between its own 
policy and the Treasury Board policies 
was small. The three remaining entities 
advised us that they had been unaware of 
any requirement to report to Parliament. 


16.110 The reporting requirement was 
outlined in part in the December 1997 
letter of the Comptroller General to 
deputy heads and senior financial officers. 
The Treasury Board Secretariat indicated 
to us that reporting to Parliament is now 
an ongoing requirement. 
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policies for travel and 
hospitality expenses 
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Council appointees 
have essentially not 
changed. 


The Treasury Board 
Secretariat does not 
monitor travel and 
hospitality expenses 
of Governor in Council 
appointees. 
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National Defence has 
taken steps that 
substantially meet our 
recommendations and 
those of the Public 
Accounts Committee. 


Department of National Defence — Equipping and 
Modernizing the Canadian Forces — 1998, Chapter 3 


Assistant Auditor General: David Rattray 
Principal: Peter Kasurak 


Background 


16.111 In 1998 we audited the capital 
equipment program of National Defence, 
which accounts for spending of 

$1.4 billion a year. We assessed how well 
the Department was maintaining the 
modern, multi-purpose forces required by 
the government’s policy. According to 
departmental business plans, the 
Department would require $11 billion in 
capital funds over the next five years but 
would receive only $6.5 billion, resulting 
in a $4.5 billion shortage. 


16.112 Officials told us they were taking 
action but “hard choices may have to be 
made.” The Department was working on a 
long-term examination of the Canadian 
Forces, including capabilities, future force 
size, force development priorities and new 
ways to support operations. Force 
reductions and reduced military readiness 
were possible outcomes of the 
Department’s planning. 


16.113 Planning was hampered by a lack 
of adequate policy guidance, clear 
priorities and performance information. 
We also found that other countries were 
doing better at linking capital spending to 


‘policy objectives and were providing more 


information to their legislatures. 


16.114 The Public Accounts Committee 
agreed with our findings and 
recommended that the Department 
improve its planning and also provide 
Parliament with a comprehensive defence 
review and assessment, capital acquisition 
plans and relevant indicators in its annual 
Departmental Performance Report. 
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Scope 


16.115 We followed up on our 
recommendations and those made by the 
Public Accounts Committee. We reviewed 
budget and force structure review files and 
interviewed departmental officials 
responsible for the capital budget. 


Conclusion 


16.116 The Department has made 
significant progress in addressing its lack 
of plans and priorities and linkages 
between policy and its force structure. 
However, officials estimate that each year 
the Department is still about $750 million 
short of the amount needed to modernize 
and maintain readiness. The “hard 
choices” referred to in 1998 have been 
identified but not all of them have been 
made. 


16.117 The government rejected the 
Public Accounts Committee’s 
recommendation that Parliament be 
provided with more information on 
whether the capital equipment program 
was succeeding in meeting defence 
capability goals. 


Observations 


The capital budgeting and force 
planning processes have been improved 


16.118 The Department has taken steps 
to improve its processes for capital 
equipment planning and budgeting. These 
steps substantially address our 
recommendations and those of the Public 
Accounts Committee that the Department 
complete its force employment scenarios, 
force development framework and 
strategic assessments. Specifically, we 
note the following progress: 
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* Force employment scenarios 
describing the possible use of the 
Canadian Forces have been completed and 
are being used to screen individual 
projects and requirements and to plan the 
most recent force structure adjustments. 


* A much more disciplined force 
development framework has been 
designed and put in place. This framework 
is based on a “Canadian Joint Task List”, 
which is an inventory of individual 
military tasks that the various force 
employment scenarios may require. A 
Senior Management Oversight 
Committee, chaired by the Deputy 
Minister and the Chief of the Defence 
Staff, has approved relative levels sought 
for the top-level capabilities. This 
guidance will allow a more rational and 
transparent basis for funding some 
projects in preference to others. It also 
provides explicit links back to policy 
goals. In May 2000, the duties of the 
Senior Management Oversight Committee 
were taken over by the Joint Capability 
Requirement Board, chaired by the 
Deputy Minister, Chief of the Defence 
Staff or the Vice Chief of the Defence 
Staff. The change made this process a 
formal part of the Department’s 
management process. 


* The Department has conducted its 
own analyses of the total budget 
requirements generated by both current 
policy goals and its existing force 
structure. These analyses largely confirm 
our 1998 findings and provide a much 
sounder basis for planning. 


«+ The Department has announced that 
it intends to rethink its force structure. In 
Shaping the Future of Canadian Defence: 
A Strategy for 2020 published in June 
1999, the Department stated that it had a 
five-year target for designing a “viable 
and affordable” force structure based on a 
modernization program allocated a 
minimum of 23 percent of the Defence 
budget. As a first step, the current 
Defence Planning Guidance 2000 has set 
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an interim goal of 21 percent by April 
2004. 


Parliament has not been provided with 
a full appraisal of the capability of the 
Canadian Forces 


16.119 We recommended that the 
Department provide to Parliament 
sufficient information on military 
capabilities, performance and resources so 
that it could better review the 
Department’s Estimates. The Public 
Accounts Committee recommended that 
the Department include in its annual 
Performance Report a comprehensive 
defence review and assessment and 
provide indicators that would show how 
well the capital acquisition plan met 
defence capability goals. 


16.120 The government rejected these 
recommendations as either impractical, as 
in the case of an annual comprehensive 
statement, or already addressed by various 
public documents. 


16.121 None of the documents that the 
Department cited provide a great deal of 
information on the state of the Canadian 
Forces. The Department’s 1999 
Performance Report provides very little 
quantified data on whether the Canadian 
Forces have met military readiness and 
performance standards. Only vaguely 
worded statements are provided, such as 
“we have exceeded expectations,” “the 
Department of National Defence and the 
Canadian Forces are working hard to meet 
the challenges they are currently facing,” 
and “. . . even with additional resources, 
Defence will have to continue to make 
hard choices. . . . The Canadian Forces 
cannot be all things to all people. 
Priorities must be set and decisions must 
be made.” The Chief of the Defence 
Staff’s Annual Report on the State of the 
Canadian Forces does not assess the 
overall state of equipment and provides 
only a list of new equipment received. 
According to the Report on Plans and 
Priorities - 2000, “ . . . the Canadian 
Forces are now more combat capable than 
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rejected 
recommendations to 
tell Parliament more 
about the capability of 
the Canadian Forces. 
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A budget shortfall still 
exists. 


they were ten years ago.” This statement 
is not fully explained, but appears to rest 
on the fact that some new equipment was 
received. 


16.122 The Department continues to 
develop performance indicators for 
reporting to Parliament; however, 
according to the Defence Planning 
Guidance 2001, they will not be 
completed until 2001. Officials told us 
that the Department would provide 
Parliament with a “snapshot” appraisal of 
Canadian Forces capabilities in the next 
reporting period. 


Documents show a major decline in 
capability, a continuing budget crisis 
and imminent restructuring of the 
Canadian Forces 


16.123 Documents indicate that the 
budget crisis is continuing to place the 
Canadian Forces under severe stress and 
that cuts affecting force structure and 
readiness are continuing. The publicly 
available Defence Planning Guidance 
2000 and 2001 announced several changes 
to force structure: 


« The Navy will lose the operating 
budget for two KINGSTON class 
maritime coastal defence vessels, for 
which the acquisition payments were just 
completed. The admirals on the East and 
West coasts may continue to operate these 
two vessels if they can find funds 
internally. The Navy will also retire 
two mine sweeper auxiliaries. 


¢ The Air Force has removed 8 of its 
14 Challenger jets and will remove its 


‘Silver Star aircraft from service by 


2001-02. This will suspend the Canadian 
Forces’ ability to conduct its own 
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electronic warfare training until contract 
support can be secured. In addition, two 
DASH-S8 aircraft were declared surplus. 


¢ The Department called for a 10 
percent reduction in infrastructure from its 
component parts. 


16.124 The business plans of the 
individual services for the 2000 planning 
year indicate that additional reductions are 
planned. The Air Force faces the largest 
cuts: the CF-18 fleet may be reduced from 
122 to 80 aircraft and, overall, the Air 
Force will shrink from 460 aircraft to 257. 
The Army has not yet determined how it 
will restructure itself, but it could also 
face significant reductions in its order of 
battle. The Navy points to problems in 
maintaining fleet readiness and intends to 
adopt a new readiness policy. 


16.125 A review of the Department’s 
budgetary situation concluded in 
November 1999 that the Department had 
lost all flexibility to cope with cumulative 
resource pressures and was “out of 
manoeuvering room.” Defence planners 
estimated that the Department would 
require over $1 billion annually in 
additional funding to operate even a 
smaller force while modernizing, 
revitalizing infrastructure and maintaining 
readiness. The federal Budget for 

2000 added $400 million to the first year 
of the three-year planning period, and 
funds will grow to about $600 million in 
the final year. A significant shortfall 
therefore remains. 


16.126 In summary, there is a need to 
provide Parliament with a more complete 
picture of the capabilities of the Canadian 
Forces. 
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Department of National Defence — Buying Major Capital 
Equipment — 1998, Chapter 4 


Assistant Auditor General: David Rattray 
Principal: Peter Kasurak 


Background 


16.127 In 1998 the Department of 
National Defence was responsible for 
capital equipment programs costing about 
$6.5 billion over the next five years. Our 
audit focussed on analysis of requirements 
and options; risk management; test and 
evaluation; project management, 
monitoring and control; and the 
implementation of best practices in project 
management. We audited six major capital 
projects with a total value of $3.3 billion. 


16.128 We found several shortcomings 
in how the Department managed major 
equipment projects. Management did not 
conduct adequate analyses to justify its 
spending decisions, and options analyses 
were poorly done. Only one project out of 
six met our expectations for risk 
management. Test and evaluation 
processes were satisfactory, but 
commercial off-the-shelf equipment was 
sometimes not tested under actual military 
conditions. As a result, deficiencies 
appeared after the equipment was in 
service. The Department lacked an 
implementation plan for renewal of the 
capital acquisition process. 


16.129 The Public Accounts Committee 
held hearings on our report and 
recommended that the Department 
strengthen its process for assessing 
requirements and options, conduct 
operational testing, particularly of 
off-the-shelf equipment, and develop and 
implement a framework for reporting 
project performance to senior 
management. 


Scope 


16.130 We followed up on our 
recommendations and those made by the 
Public Accounts Committee. We 
interviewed the managers responsible and 
reviewed documentation. We also 
reviewed all internal audits of capital 
projects completed by the Department 
since the time of our audit. 


16.131 In addition, we reviewed four 
newer capital projects to determine if 
improvements made by the Department in 
its management processes were being 
implemented. The projects we selected 
were Clothe the Soldier, Search and 
Rescue Helicopter, Maritime Helicopter 
and the Submarine Capability Life 
Extension project. We did not audit these 
projects fully against our original criteria, 
nor did we attempt to form an opinion on 
the overall management of these four 
projects. 


The Department has 
taken action on our 
recommendations. 


Conclusion 


16.132 The Department has taken action 
to reform its management systems in line 
with our recommendations and those of 
the Public Accounts Committee. The 
Department has gone substantially beyond 
its original responses to us and to the 
Committee. 


16.133 Improvement in the management 
of individual projects is evident, but is not 
yet universal. 


Observations 


Analysis of requirements and options is 
improving 


16.134 In 1998 we reported that three of 
six projects audited did not meet standards 
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for analysis of requirements and five of 
six did not meet standards for options 
analysis. As a consequence, we found that 
the equipment purchased often did not 
meet the actual needs of field forces. 


16.135 The Department has taken steps 
to improve its analyses. It has created an 
intranet site for its Materiel Acquisition 
and Support Desktop. This document 
includes detailed guidelines for 
developing a statement of requirements 
and some guidance on how to conduct an 
options analysis. The guidelines for the 
statement of requirements are based on 
those of the Project Management Institute 
and incorporate other improvements such 
as specifying the use of the Department’s 
standard conflict scenarios. 


16.136 Senior management has become 
much more involved in determining 
fundamental requirements through the use 
of the Joint Capability Requirement 
Board. New tools, such as conflict 
scenarios and the Canadian Joint Task 
List, are now used to assess options. 


16.137 We found evidence of 
improvement in the Clothe the Soldier and 
the Maritime Helicopter projects. 
According to an internal audit, the 
statement of requirements for the Clothe 
the Soldier project was complete, valid 
and reviewed by users. The statement of 
requirements for the Maritime Helicopter 
is well documented and is based on a 
series of operational research studies. 


16.138 However, not all projects showed 
improvement. The Submarine Capability 
Life Extension project, through which the 
Department will purchase four used 
British submarines for about $800 million, 
was weak in several ways. The Submarine 
statement of requirements was completed 
only a month after our audit report was 
tabled to Parliament. The statement is 
incomplete, as it does not define the 
requirement stated in the 1994 White 
Paper for submarines to deploy as part of 
a Canadian Task Group. Although the 
statement places heavy stress on 
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surveillance in Canadian waters for 
fisheries patrol and counter-smuggling 
operations, the utility of submarines for 
this task is poorly substantiated. The 
option of using long-range patrol aircraft 
for surveillance was not examined. 


Risk management processes have been 
strengthened 


16.139 In its original management 
response to our audit, the Department did 
not make any specific commitment to 
improve risk management, although 
officials told us that improvement in this 
area was an integral part of the overall 
reform initiative. Nevertheless, the 
Department has made a series of 
improvements that should greatly improve 
its capacity to reduce its risk: 


¢ The Treasury Board Risk 
Management Guide has been adopted and 
incorporated in a new three-day extension 
to the Department’s project management 
course. 


« Arisk management template has 
been included in the Materiel Acquisition 
and Support Desktop on the Department’s 
intranet. 


* Management teams of major projects 
will receive “just-in-time” risk 
management training. 


* Reviews by the Directorate of 
Business Change Management and 
internal audits will be conducted early in 
the life of major projects to assess risk 
management plans and recommend 
improvements. 


The risk management of individual 
projects is slowly improving. There is still 
a tendency to underestimate risk. Internal 
audit noted the arbitrary downgrading of 
assessed risk in reports to senior 
management. 


16.140 In one case, the Submarine 
Capability Life Extension project, risk 
analysis was incomplete. Officials told us 
that limited access to the boats in the early 
phases of the project reduced their ability 
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to do a full risk analysis. The project team 
is now completing a risk management 
plan for the Canadianization of the 
submarines. 


16.141 The highest level of improvement 
was noted in the risk management plan for 
the Search and Rescue Helicopter. This 
project’s plan describes its risk 
management process, which is supported 
by a database. Working-level managers 
identify risks and table them at a Risk 
Management Committee chaired by the 
Project Manager. The Committee reviews 
the most significant risks, reports 
higher-level risks to senior management 
and ensures that the Project Profile and 
Risk Assessment is continuously updated. 
The Department has identified this as a 
best practice and intends to transfer it to 
additional projects. 


16.142 In the case of the Electronic 
Support and Training Systems project, 
poor risk assessment and the mismatch 
between the capital acquisition program 
and the funds available contributed to 
losses beyond those reported in our 1998 
audit. The case is more fully described in 
Exhibit 16.3. 


Some action has been taken to improve 
test and evaluation 


16.143 Our report and that of the Public 
Accounts Committee both called for 
increased test and evaluation, especially 
of off-the-shelf equipment. Equipment 
suitable for commercial use or other 
militaries might not be suitable for the 
Canadian Forces. 


16.144 As with risk management, the 
Department made no specific commitment 
to improve test and evaluation in response 
to our original recommendation and that 
of the Public Accounts Committee. The 
Department said only that it would take 
action on the existing practices our audit 
had found inadequate. Subsequently, 
officials told us that the Department has 
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taken several steps to improve test and 
evaluation: 


+ Test and evaluation is being 
integrated with risk management, and 
project managers are required to address 
test and evaluation as part of their overall 
risk management strategy. 


+ Integrated Project Teams are 
attempting to integrate contractor and 
departmental test and evaluation 
processes. 


« The Department is investigating 
other reform initiatives to minimize 
equipment performance deficiencies. 


16.145 We found additional evidence 
that off-the-shelf purchasing includes 
inherent risks that require a strong test and 
evaluation program to minimize them. 
The Clothe the Soldier project, aimed at 
providing combat clothing and protective 
equipment to ground troops, was at first 
based on a fast-track, purchase 
off-the-shelf approach. However, a 
well-devised test and evaluation program 
determined that much commercial or 
foreign military equipment would not 
meet requirements. While this project has 
incurred both time and cost overruns 
beyond original estimates, the 
Department’s re-evaluation of its 
requirement should be regarded as good 
management in that a mistaken decision 
was overturned and value for money was 
preserved. 


The $200 million 
Electronic Support and 
Training project failed 
to meet original 
requirements and was 
abandoned when 
complete. 


16.146 According to an internal audit, an 
off-the-shelf vehicle-launched grenade, 
which was purchased for about 

$750,000 without adequate testing for the 
intended use by the Canadian Forces, has 
not been used due to concerns about the 
safety and suitability of a munition 
potentially lethal to the troops using it. 
The Department needs to reappraise its 
position that off-the-shelf equipment is 
inherently less risky to purchase than 
developmental types. 
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Exhibit 16.3 


Electronic Support and 
Training Systems Project 


Senior departmental management is 
better informed 


16.147 We recommended that the 
Department enforce its requirement that 


co-operation with Public Works and 
Government Services Canada, has begun 
to develop a new capital project reporting 
system. This system exists in prototype 


now and is scheduled to be fully 
implemented by the end of 2000. At 
present, project reports are somewhat 
uneven in quality, but the better ones 


all projects use the Cost Schedule and 
Performance Management Standard to 
report to senior management. The Public 
Accounts Committee made a similar 


recommendation. National Defence, in provide adequate information. 


* leaving the Canadian Forces without the planned electronic warfare capability provided internally. 


The Electronic Support and Training Systems project was intended to develop, procure and install 
equipment necessary for the Canadian Forces to conduct electronic warfare training for the Navy, 
Army and Air Force. The total estimated cost of the project was $203 million. The project began in 
1988. 


As our audit noted, internal project documentation suggested that the project faced technical risks 
with a high probability of occurrence. However, National Defence had reported to the Treasury 
Board that the risk of exceeding cost and falling behind schedule was a low probability and the risk 
of failing to meet project expectations was a low to medium probability. 


At the time of our audit, elements of the project had cost overruns totalling $22 million. Officials 
told us that they would deal with these overruns by adopting a non-conventional in-service support 
approach. We also reported that the project was 22 months behind schedule. 


However, in late February 1998, before our audit report was finalized, a Senior Review Board 
decided to substantially reduce the scope of the project. According to officials, the installation of 
high-powered jamming equipment into a small commercial business jet produced unforeseen 
technical challenges. Efforts to solve these problems depleted the budget, and further work required 
to resolve system processor and integration problems created an excessively high technical risk that 
would not be reduced even with additional funding. A decision was therefore made not to install 
electronic countermeasures, electronic support systems and the system processor in the Challenger 
jets. This meant that the development and purchase costs of this equipment and engineering costs of 
the attempted installation were written off. In addition, the partially completed aircraft no longer met 
the requirements of the Canadian Forces. . 


Other components of the project, including fitting the Challenger jets with communications-jamming 
and chaff-dispensing equipment, were successfully completed. In addition, 19 radar-jamming, 
chaff-dispensing and threat simulation pods and modifications to 10 CE-133 T-bird aircraft were also 
completed. 


In August 1999, the Department announced that the partially completed Challenger aircraft would be 
declared surplus in April 2000 and that the T-birds would be withdrawn from service by the end of 
fiscal year 2001-02. This action was taken because of the Department’s overall shortage of funds 
and inability to support its force structure. Much of the investment has therefore been written off, 


The Department may recoup some of its losses through the sale of the equipment or its use by a 
contractor. 


The Department’s broader force structure decision to retire all its T-bird aircraft and Challenger jets 
used for electronic warfare training and medical evacuation, and to write off its investment in favour 
of private sector outsourcing was made, in part, because: 


* inadequate risk management resulted in the Department’s inability to complete the project as 
planned; and 


* inadequate budgetary management led to the acquisition of equipment that proved to be 
unaffordable to operate as soon as it was completed. 
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16.148 The Department has also 
instituted two additional means of 
monitoring project performance: 


« Annual reviews of major projects by 
the Directorate of Business Change 
Management are aimed not only at 
assessing the management of projects, but 
also providing assistance to improve any 
weak areas. 


* Early and “quick time” reviews are 
done by the Chief Review Services. 


Overall, management is receiving more 
and better information on the progress of 
major capital projects than at the time of 
our audit. 


The Department is slowly improving the 
capacity of its people 


16.149 In 1998 we noted that National 
Defence did not have an adequate plan to 
ensure that it had people with the right 
skills in the right place to manage major 
capital equipment projects. We noted, 
however, that it did have a civilian 
procurement officer development program 
in place. 


16.150 Officials told us that the required 
human resources plan will be completed 
by the fall of 2000. The Materiel Group is 
recruiting 13 developmental civilian 
procurement officers, some with Master’s 


Report of the Auditor General of Canada - October 2000 


Follow-up of Recommendations in Previous Reports 


degrees, and about five junior engineers 
for development. For military engineers 
expected to lead equipment management 
teams, including capital acquisition 
projects, equipment program management 
and leadership training has been 
established as a qualifying course to 
achievement of Major rank. In addition, 
the Materiel Group has identified 
performance requirements or 
competencies for procurement careers, 
and improved training programs and tools 
will be piloted in the fall of 2000. 


The Department is continuing 
improvements in project management 


16.151 We suggested that the 
Department develop a more rigorous 
approach to improving project 
management by having a plan, selecting 
pilot projects to test innovations and 
recording the results against pre-set 
objectives. The Department initially 
followed this approach but was forced to 
abandon it as it was too labour intensive. 
The Department has continued to improve 
project management by concentrating its 
resources on reviewing and providing 
direct assistance to its largest and 
highest-risk projects. It is also 
participating in the Federal Procurement 
Reform project led by the Treasury Board 
Secretariat. 
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Chapter 17 


Other Audit Observations 


The work that led to other audit observations was conducted in accordance with 
the legislative mandate, policies and practices of the Office of the Auditor General. 
These policies and practices embrace the standards recommended by the Canadian 


Institute of Chartered Accountants. 
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Main Points 


¥ | The Auditor General Act requires the Auditor General to include in his Reports matters of significance 
that, in his opinion, should be brought to the attention of the House of Commons. 


17.2 The “Other Audit Observations” chapter fulfils a special role in the Reports. Other chapters normally 
describe the findings of the comprehensive audits we perform in particular departments, or they report on audits 
and studies of issues that relate to operations of the government as a whole. This chapter reports on specific 
matters that have come to our attention during our financial and compliance audits of the Public Accounts of 
Canada, Crown corporations and other entities, or during our value-for-money audits. 


173 The chapter normally contains observations concerning departmental expenditures and/or revenues. The 
issues addressed generally involve failure to comply with authorities, and the expenditure of money without due 
regard to economy. 


17.4 Observations reported in this chapter cover the following: 


* Space was leased at an excessive cost for a Canada Business Service Centre in Sydney, Nova Scotia 
that was never operated as intended; 


* Inappropriate netting of benefit payments obscures the true size of government revenues and 
expenditures and complicates the evaluation of fiscal measures; 


* Government programs and spending for Parc Downsview Park Inc. lack clear parliamentary 
authority; 
* Non-recovery of expenditures for safe drinking water on Indian reserves affected by Manitoba Hydro 


development; and 


* Significant risk that a $113 million relocation project will not adequately address the needs of the 
Innu. 


17.5 Although the individual audit observations report matters of significance, they should not be used as a 
basis for drawing conclusions about matters we did not examine. 
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Introduction 


17.6 This chapter contains matters of 
significance that are not included 
elsewhere in the Report and that we 
believe should be drawn to the attention of 
the House of Commons. The matters 
reported were noted during our financial 
and compliance audits of the Public 
Accounts of Canada, Crown corporations 
and other entities, or during our 
value-for-money audits. 


be Ae | Section 7(2) of the Auditor 
General Act requires the Auditor General 
to call to the attention of the House of 
Commons any significant cases where he 
has observed that: 


* accounts have not been faithfully and 
properly maintained or public money has 
not been fully accounted for or paid, 
where so required by law, into the 
Consolidated Revenue Fund; 


* essential records have not been 
maintained or the rules and procedures 
applied have been insufficient to 
safeguard and control public property, to 
secure an effective check on the 
assessment, collection and proper 
allocation of the revenue, and to ensure 
that expenditures have been made only as 
authorized; 
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* money has been expended other than 
for purposes for which it was appropriated 
by Parliament; 


* money has been expended without 
due regard to economy or efficiency; 


* satisfactory procedures have not 
been established to measure and report the 
effectiveness of programs, where such 
procedures could appropriately and 
reasonably be implemented; or 


This chapter contains 
a number of 


observations on 
* money has been expended without 


due regard to the environmental effects of 
those expenditures in the context of 
sustainable development. 


matters of significance 
not included 
elsewhere in the 


17.8 Each of the matters of Report. 


significance reported in this chapter was 
examined in accordance with generally 
accepted auditing standards; accordingly, 
our examinations included such tests and 
other procedures as we considered 
necessary in the circumstances. The 
matters reported should not be used as a 
basis for drawing conclusions about 
matters not examined. The instances that 
we have observed are described in this 
chapter under the appropriate department 
headings. 
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Atlantic Canada Opportunities Agency and Public Works 
and Government Services Canada 


Space was leased at an excessive cost for a Canada Business Service 


Centre in Sey Nova Scotia that was never operated as intended 


In ee 1 995, Public Works and Governmen 


per square metre , 
those a the: other 


Background 


17.9 Canada Business Service Centres 
(CBSC) are a federal initiative, aimed at 
streamlining government services and 
improving access to them by businesses. 
They are one-stop storefront centres that 
house business services delivered by all 
three levels of government. Each service 
centre provides an electronic information 
centre and a walk-in counselling service. 
The 1994 Budget announced CBSCs as a 
government priority to establish a network 


‘of 10 hub centres across Canada — one in 


a major urban area of each province. In 
Atlantic Canada, ACOA led the initiative 
on behalf of the federal government. 
Initially, the government approved the 
establishment of four CBSCs in Atlantic 
Canada — at Fredericton, Charlottetown, 
Halifax and St. John’s. ACOA developed 
and implemented a work plan that 
co-ordinated the launch and promotion of 
CBSCs in all four provinces. 


17.10 On 10 November 1993, senior 
officials of ACOA and the Minister 
responsible for both ACOA and PWGSC 
discussed establishing a Canada Business 
Service Centre in Sydney. The Sydney 
Centre was to share a number of features 
with the other centres in the national 
network: common information resources; 
staff with a comparable classification; 
national service standards and evaluation 
requirements; and interconnectivity with 
other sites. ACOA would share the Centre 
with seven other federal government 
organizations as well as provincial and 
municipal partners. 


17.11 In September 1995, PWGSC 
signed a six-year, $1.1 million lease on 
ACOA’s behalf, with two additional 
one-year options. The lease was for space 
at 338 Charlotte Street in Sydney to house 
a Canada Business Service Centre. On 

1 October 1995, ACOA sublet the entire 
space to the Enterprise Cape Breton 
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Corporation, the Province of Nova Scotia 
and non-government organizations. 


17.12 In April 1998, the Province of 
Nova Scotia entered into a 10-year lease 
with the property owner for part of the 
space it had sublet from ACOA. In 
September 2001 the Province will assume 
the lease for all of the rentable space in 
the building. 


17.13 In his December 1999 Report, the 
Auditor General of Nova Scotia expressed 
concern about the lease arrangement 
signed by the Province in April 1998. He 
noted that the Province was paying 30 
percent above market rate. It had bypassed 
the normal property management process 
to negotiate the lease and had made a 
future commitment to lease space for 
which it had no identified need. Because 
the Province had subleased this space 
from the federal government prior to 
signing its own lease, the Auditor General 
of Nova Scotia brought these concerns to 
our attention. 


Issues 


Unjustified space requirements 


17.14 In March 1994, ACOA identified 
a need for 300 m? of office space for a 
Canada Business Service Centre in 
downtown Sydney. It asked PWGSC to 
obtain the space in a building at 

338 Charlotte Street. This amount of 
space was comparable with that of other 
Canada Business Service Centres that 
ACOA had established in the Atlantic 
region. However, the call for tenders in 
June 1994 specified a need for 600 m2. 
The tender call was amended one week 
later to increase the space requirement to 
700 m2 — the total rentable space in the 
three-storey building. The CBSCs in 
Halifax, Fredericton and St John’s were 
already operating with 330 m2, 392 m? 
and 300 m? respectively. 


17.15 At ACOA’s request, PWGSC 
included in the call for tenders a 
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requirement for 50 parking places at the 
Sydney location. The other CBSCs 
established by ACOA have substantially 
fewer parking places — five in 
Fredericton, three in Charlottetown, eight 
in St. John’s and none at the Centre in 
downtown Halifax. Eventually, ACOA 
accepted the landlord’s offer to provide 25 
parking places and later agreed to 12 
on-site and 13 off-site parking places. 
Neither ACOA nor PWGSC could provide 
us with a reason why the Sydney CBSC 
required more parking than the four other 
CBSCs in the Atlantic region. 


The amount of office 
space and the number 
of parking places 
acquired for the 
Sydney location 
greatly exceeded 
those of other Canada 
Business Service 
Centres in the Atlantic 
Region. 


17.16 Our concern. The amount of 
office space and the number of parking 
places acquired for the Sydney location 
greatly exceeded those of other CBSCs in 
the Atlantic region. 


Excessive costs 


17.17. A market survey of the Sydney 
area that PWGSC had already conducted 
indicated that the building acquired for the 
CBSC had a rental rate, including client 
fit-up renovations, that was 20 to 30 
percent higher than buildings of superior 
quality in downtown Sydney. The annual 
rental rate, excluding client fit-up 
renovations and business occupancy taxes, 
was $280 per square metre ($26.01 per 
square foot). PWGSC calculated that 
client fit-up and occupancy taxes added an 
additional $88 per square metre ($8.17 per 
square foot) to the annual cost of the 
lease. 


Canada Business Service 
Centre at 338 Charlotte 
Street, Sydney, CBSC 
undergoing initial 
building renovations (see 
paragraph 17.17). 
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17.18 The client fit-up renovation costs 
of $190,000 for the Sydney location, 
although significantly lower than the 
$275,000 originally estimated by the 
landlord, were three to five times higher 
than the fit-up costs for other CBSC 
locations in the Atlantic region. The 
Auditor General of Nova Scotia noted that 
in 1998 the Province spent an additional 
$189,000 for the fit-up renovation of 
space in the same building. 


17.19 Our concern. PWGSC 
determined prior to acquiring the space 
that the occupancy costs for this building 
significantly exceed the rates for other 
space of superior quality in the same area, 
by 20 to 30 percent (or roughly $200,000). 


Use of the leased space 


17.20 Having sublet the building space, 
ACOA is responsible for any shortfall 
between the rents it receives for the sublet 
space and the amount stipulated in its 
lease with the landlord. Thus, from 
September 1995 to March 2000, ACOA 
paid $116,903 in rent shortfalls for space 
it did not use. 


17.21 The facility was never used for 
the purpose indicated in the documents 
justifying the acquisition of space — to 
operate a full-service Canada Business 
Service Centre. The CBSC was to be a 
shared arrangement with seven other 
federal government organizations as well 
as provincial and community partners. 
Seven of the eight federal government 
organizations that had initially been 
identified never occupied the premises. 
According to our information, at most 
only two federal employees were ever 


‘located at this site. 


17.22. Our concern. Although ACOA 
has continued to pay a portion of the rent, 
the facility has never operated as a 
full-service CBSC. 


Lack of openness, fairness and 
accountability 


17.23 We found that throughout the 
leasing process neither PWGSC nor 
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ACOA ensured that the process was 
conducted, and was seen to be conducted, 
openly and fairly. 


17.24  Inits original request, ACOA 
indicated to PWGSC that there was an 
urgent need to have the site suitable for 
occupancy within four months — by 

1 June 1994. However, the lease was not 
signed until September 1995, 18 months 
after ACOA told PWGSC it needed the 
space. ACOA indicated orally to PWGSC 
that the Minister supported the location of 
the Business Service Centre on Charlotte 
Street. At least twice in March 1994, 
PWGSC wrote to ACOA requesting 
confirmation of ministerial support; 
ACOA neither confirmed nor refuted such 
support in writing. 


17.25. PWGSC informed ACOA that its 
request for the Sydney location did not 
allow enough lead time for a public tender 
call. In order to proceed, approvals within 
PWGSC would be needed to exceed the 
standard office costs and renovations and 
to limit the geographic area eligible for 
public tenders. Furthermore, PWGSC said 
it expected that the rental rate would be 
above market rate. 


17.26 Files for the four other CBSCs 
established by ACOA include reports 
indicating the buildings that were 
considered, a comparison of costs, other 
considerations, and recommendations for 
the selection, with supporting rationales. 
We could find no comparative analysis or 
rationale to support the rejection of other 
sites in Sydney. 


17.27 In June 1994, a public 
notification of the call for tenders was 
posted by PWGSC and placed on the 
Open Bidding Service and the 
Government Business Opportunities 
bulletin boards. This call for tender 
initially specified a need for 600 m2 of 
space and an unusually high requirement 
of 50 on-site parking places. It also 
restricted the eligible location to a 
five-block section along a single street. 
The only bid received in response to the 
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tender was deemed non-compliant since 
the bidder could not provide the on-site 
parking. 


17.28 We reviewed documentation 
indicating that two other parties 
subsequently contacted PWGSC. One 
advised that it had not submitted a bid 
because it could not supply the required 
parking. The other indicated that it would 
be interested in bidding if the project were 
to be retendered. We found that after the 
initial call for tenders, no further public 
notifications followed, notwithstanding 
that in subsequent negotiations with the 
sole bidder the space requirements 
increased, the parking requirements were 
reduced, and the occupancy dates were 
changed. 


17.29 In August 1994 the Deputy 
Minister’s office advised the PWGSC 
Atlantic region that the Minister’s office 
supported negotiating directly with the 
lone bidder, and officials should proceed 
with the negotiation immediately and 
report on their progress. 


17.30 Throughout the leasing process, 
PWGSC challenged ACOA about the 
limits on the geographic area open to 
competition, the continuing changes to 
requirements, and the excessive rental and 
renovation rates. PWGSC indicated its 
concern that the process would not obtain 
the best value for the taxpayer or allow an 
opportunity for the public to participate in 
the tendering process. However, at no time 
did PWGSC halt the leasing or the 
renovation process. 


17.31 Both PWGSC, as the central 
government leasing agent, and ACOA, as 
the client, had an obligation to ensure that 
the amount of space to be occupied was 
the minimum necessary for effective 
program delivery and represented the most 
economical use of government resources. 
The leasing process for the building in 
Sydney proceeded in the face of 
PWGSC’s concerns about ACOA’s request 
to negotiate a sole-source contract for the 
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property at 338 Charlotte Street, its 
contention that an in-service date of 

1 June 1994 was urgently needed, and the 
amount of space it said it required. 


17.32 Our concern. In our view, this 
acquisition did not meet the objective of 
the Treasury Board Open and Fair Real 
Property Transactions Policy: “To ensure 
that real property transactions are, and are 
seen to be, conducted with openness and 
fairness.” Consequently it was not carried 
out in a manner that would stand the test 


In our view, this 
acquisition did not 
meet the objective of 


of public scrutiny in matters of prudence the Treasury Board 
and probity. Open and Fair Real 
Previous internal reviews Property Transactions 
17.33 PWGSC and ACOA conducted Policy. 


internal reviews of this lease. The reviews 
were limited to preliminary surveys and 
did not identify issues for further audit. 


17.34 In 1995 the Minister’s Office 
asked PWGSC to review the events 
leading up to and including the acquisition 
of the leased accommodations. The focus 
of that review was not on value for money 
but on assessing the extent to which 
PWGSC had followed central agency and 
departmental policy and procedures in 
procuring space and had provided an 
appropriate response to the space 
requirement identified by ACOA. 


Map of Sydney showing 
restricted geographic 
location for tender — 

a five-block section along 
Charlotte Street (see 
paragraph 17.27). 


ty) St 
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17.35  Wereviewed the PWGSC audit 
files and the preliminary survey report 
from that review. It had concluded that: 


* PWGSC had followed the 
government contracting regulations; 


* the decision to proceed with 
negotiations with the sole bidder had been 
appropriate and consistent with 
government contracting practices; 


*- PWGSC had been mindful of the 
requirements to demonstrate prudence and 
probity in contracting; 


* ministerial letterhead had been used 
inappropriately by a senior departmental 
employee assigned to the Minister’s office 
to convey information in August 1994 that 
was the basis for proceeding with direct 
negotiation; 

* no evidence was found of direction 
by the Minister or the Minister’s staff; and 


e there were no material issues that 
warranted further examination. 


17.36 ACOA’s internal audit division 
reviewed the documentation related to the 
Agency’s involvement in the tendering 
and awarding of the contract for the lease 
of the Sydney space for a CBSC. The 
results of that review were incorporated 
into the PWGSC report. ACOA’s internal 
audit review concluded that the Agency 
had acted prudently in providing 
information to PWGSC. The review found 
that in the tendering process, the 
determination of space requirements and 
the identification of the eligible area, the 
Agency’s approach to the Sydney tender 
was consistent with its approach at other 
Atlantic Canada locations of Canada 


‘Business Service Centres it administers. 


ACOA has not supplied us with any 
working papers to support its conclusions. 


17.37. Our concern. Our conclusions 
differ from some of those reported by 
PWGSC and ACOA. 


Conclusion 


17.38 In our opinion, the lease to 
acquire the space at 338 Charlotte Street 
does not represent value for money, 
because: 


* the facility never operated as a full 
CBSC, although that was the original 
justification for the space requirements; 


¢ the rental rate was higher than the 
market rate for space of superior quality; 


* the stated requirements for space and 
parking exceeded requirements to operate 
a CBSC; and 


* the urgency of the need for the space 
was not justified. 


17.39 Space for the CBSC in Sydney 
was not acquired in a way that would meet 
the test of public scrutiny in matters of 
prudence and probity and ensure that “real 
property transactions are, and are seen to 
be, conducted with openness and 
fairness,” because the process: 


* focussed on one building from the 
beginning; 


* continued despite the bidder’s 
non-compliance with the requirements; 
and 


* continued with frequent and 
significant changes to the requirements. 


Public Works and Government Services 
Canada’s response: Public Works and 
Government Services Canada is fully 
supportive of achieving value for money in 
the procurement process. However, the 
focus of the internal review was not value 
for money, and accordingly did not present 
a conclusion on the value-for-money 
issues addressed by the Auditor General. 
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Atlantic Canada Opportunities Agency’s 
response: The creation of the Canada 
Business Service Centres network was 
publicly announced as a federal 
government priority. However, it was a 
priority that often depended on the 
participation of many partners —up to 15 
organizations had expressed an interest to 
participate in the Sydney undertaking. 
While the Agency is disappointed that 
many potential partners eventually 
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decided not to offer their services from a 
shared location, the Agency was 
successful in signing substantial subleases 
that reflect changed circumstances and 
that limit the federal government’s losses 
until its lease expires in less than a year. 


The Agency recognizes the need for all 
real estate transactions to be conducted in 
a manner that not only is, but may be seen 
to be, able to meet the tests of probity, 
prudence, openness and fairness. 


Audit Team 


Assistant Auditors General: David Rattray, Jean Ste-Marie and John Wiersema 


Directors: Marilyn Rushton and Peter Sorby 


For more information, please contact Peter Sorby. 


I 
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Government Financial Reporting 


Inappropriate netting of benefit payments obscures the true size of 
government revenues and expenditures and complicates the 
evaluation of fiscal measures 


ments in the Public. 


ind certain ee 


Ftiae pesults in soning boek tax revenues al program tenia as much lower 
amounts than they fealty are. In the ¢ current yee ee shat bd is are 
$9.5 billion. : 


Background on returns filed by beneficiaries. Amounts 


paid are based on family composition and 
17.40 The GST credit and the Canada income. 


Child Tax Benefit (CCTB) are programs 
that provide cash payments to low- and 
middle-income Canadians. GST credit 
payments are made quarterly and CCTB 
payments monthly. They are delivered 
through the tax system: the Canada 
Customs and Revenue Agency determines 
eligibility and sends out payments based 


17.41 Budget documents and some 
financial statements in the Public 
Accounts and the Annual Financial Report 
show these payments as reductions in 
taxes. As a result, at times the 
government’s financial statements show 
aggregate spending and tax revenues 
lower by the amount of these payments 
(see Exhibit 17.1). 


Exhibit 17.1 17.42, The amounts involved are 
significant and growing. In 1990-91, 
Program Spending — Net and Gross of GST Credit and CCTB Child Tax Credit payments amounted to 
ie $2.1 billion. This year, payments under 
cebitlien) CCTB (the successor to the Child Tax 


135 Credit and family allowances) are 


estimated at some $6.5 billion and by 
2004 are projected to exceed $9 billion. 
Sales tax credits have grown from 
$700 million 10 years ago to roughly 
$3.0 billion today. 


130 


17.43 For a number of years, this Office 
has expressed concern about the 
government’s practice of netting GST 
credit payments and CCTB payments 
against revenues. While the practice has 


105 


100 


i  \— Le a eS T_TEeEeeeoooT | 4 + 
icon fean ne ne ie no impact on the government deficit or 
surplus (since both revenues and 
expenditures are reduced by the same 
Gross — — — — Net 


amount), it results in confusing and even 
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misleading financial information. The 
problem has become more serious over 
the years, as reliance on the tax system to 
deliver social transfers has increased. 


Issues 


17.44 Financial statements that reflect 
the government’s financial situation 
clearly and fairly are essential to an 
informed citizenry and to democratic 
accountability. The netting of GST credit 
payments and CCTB payments against 
revenues obscures the true size of 
government and complicates the scrutiny 
and evaluation of the government’s 
performance. 


17.45 In the government’s view, 
treating GST credits and CCTB payments 
as tax reductions is appropriate because, 
as argued in The Budget Plan 2000, they 
“are integral parts of the tax system. 
These programs are administered through 
the tax system. They are thus netted from 
tax revenues for budgetary purposes”. 


17.46 The government is saying, in 
effect, that the medium is the message. 
But why should the method of delivery 
trump substance in classifying a program? 
Transfers made under the GST credit and 
CCTB programs differ little from other 
transfer payments: they provide cash 
benefits to individuals and households that 
satisfy certain criteria for eligibility. 
Administering them through the tax 
system does not convert these transfers 
into tax reductions. Recipients qualify on 
the basis of income and demographic 
characteristics. That is the same basis, for 
example, on which OAS/GIS benefits are 
also delivered. Should we offset those 
payments against taxes as well? 


17.47 Objective accounting principles 
place GST credit payments and CCTB 
payments squarely on the expenditure side 
of the government’s ledger. As specified 
in the International Monetary Fund’s A 
Manual on Government Finance 
Statistics, any payments to taxpayers 
(other than reimbursements for incorrect 


collections), “whether referred to as tax 
refunds, tax credits, or by any other term, 
are Classified as government expenditure”. 
Similarly, in the Canadian System of 
National Accounts (patterned closely after 
the international standard described in the 
UN publication System of National 
Accounts), Statistics Canada treats both 
GST credit payments and CCTB payments 
as government spending and reports 
government revenues and expenditures 
gross of these amounts. This treatment 
conforms to principles enunciated by the 
Public Sector Accounting Board of the 
Canadian Institute of Chartered 
Accountants, which require that revenues 
and expenditures be disclosed on a gross 
basis. 


17.48 Some presentations in the 
government’s Annual Financial Report 
and in the Public Accounts show revenues 
and expenditures both gross and net of 
GST credit payments and CCTB 
payments. This creates confusion — 
needlessly, since, as argued here, netting 
these payments against revenues is 
inappropriate. 


17.49 For the most part, budget 
documents report revenues and 
expenditures on a net basis only. An annex 
to The Budget Plan 2000, tabled by the 
Minister of Finance with his Budget last 
February, shows the CCTB and several 
other tax credits as both tax reductions 
and expenditure increases. However, in 
the rest of that document, and in other 
budget papers as well, the GST credit and 
CCTB payments are treated as tax 
reductions only and are netted against 
revenues. In our opinion, this results in 
misleading financial disclosure. To 
illustrate: Appropriately accounted for, 
projected reductions in personal income 
taxes under the February 2000 Budget’s 
five-year tax-reduction plan would be 
shown as $32.5 billion, not $39.5 billion 
as reported in the Budget (since roughly 
$7 billion of the reported “tax reductions” 
consist of CCTB payment increases); the 
ratio of spending increases to tax 
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Transfers made under 
the GST credit and 
Canada Child Tax 
Benefit programs 
differ little from other 
transfer payments. 
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decreases (over the period 2000-03) from 
initiatives announced in that Budget 
would be close to 50:50, not 40:60 as 
budget figures imply; and program 
spending this year as a proportion of GDP 
would be shown at 12.6 percent, not 11.6 
percent. 


Conclusion 


17.50 Payments made under the GST 
credit and CCTB programs constitute 
government spending, similar to that of 
other income-tested transfer payments to 
individuals. For reasons of efficiency and 
effectiveness, they are delivered through 
the tax system. They are not thereby 
transformed into tax reductions: they 
remain expenditure items. Consistent with 
that fact and in compliance with objective 
accounting principles, they should be 
reported in the government’s books as 
government expenditures. The practice of 
treating them as tax reductions and netting 
them against revenues results in confusing 
and misleading financial disclosure, and 
should be discontinued. 


Department of Finance’s response: There 
are strong policy arguments in favour of 
netting the CCTB and GST credit, as 
explained below. And, as the Auditor 
General's observation states, the 
accounting practice has “no impact on the 
government's deficit or surplus.” 
Furthermore, information on both a gross 
and net basis is presented in the Annual 
Financial Report and the Public Accounts 
of Canada, and the 2000 Budget presented 
the impact of the tax expenditure 


Initiatives both as a tax reduction and a 


spending initiative. Given that information 
is presented both on a gross and a net 
basis, it is therefore difficult to see how 
the presentation in the financial 
statements can be “misleading.” 


The issues involved are much more 
complex than those indicated in the 
Report. For example, is it the mechanism 
used to deliver a benefit or the intent that 
should determine the classification? This 
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is especially applicable with respect to the 
low-income GST credit, which was 
introduced at the same time as the GST 
was implemented. The low-income GST 
credit replaced the federal sales tax (FST) 
refundable credit, which was introduced in 
the mid-1980s when the FST rate was 
increased and its base expanded. The 
intent was to compensate lower-income 
Canadians for the incremental price effect 
of replacing the manufacturer’s sales tax 
with the GST. One way this could have 
been done would be to assign special 
cards to these Canadians, giving them a 
lower rate at the time of purchase and 
thereby reducing revenues in the same way 
as netting. This is in fact what is being 
done for new house purchases where the 
rate is about 4.5 percent rather than 

7 percent and the rebate is netted against 
GST revenues. Another option would be to 
have these people remit receipts of 
amounts of GST paid and provide 
applicable rebate. This is what is done for 
foreign visitors, which again is netted 
against GST revenues. It is also what is 
done for municipalities and not-for-profit 
organizations. However, from an 
administrative perspective, these options 
to deliver a lower rate or rebate to 
low-income Canadians would be 
extremely difficult and costly to administer 
and open to abuse. So instead, the lower 
rate or rebate is being delivered through a 
refundable tax credit, which is netted 
against GST revenues, in the same manner 
as the other lower rates and rebates. This 
was done out of administrative 
convenience but the intent is clear. There 
are similar issues with respect to the 
Canada Child Tax Benefit, which is 
provided to a significant number of 
Canadians who do pay income tax. 


The audit observation deals only with the 
CCTB and GST credit, implying that these 
are the only items involved. However, 
there are also issues surrounding the 
recording of revenues from consolidated 
Crown corporations, revenues received by 
departments/agencies for services 
provided and revenues earned from past 
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and previous borrowings. The issues 
involved are different from those 
concerning the CCTB and GST credit, 
which are not addressed in the 
observation. 


The Report implies that the government is 
misleading Canadians on the impact of its 
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Five-Year Tax Reduction Plan. However, 
this is not an issue about accounting. The 
government has been very clear on what is 
included in the Plan and what is not, 
irrespective of the accounting conventions 
used. It is about what impacts average 
Canadians, whether they pay taxes or not. 


Audit Team 


Assistant Auditor General: Ronald Thompson 


Director: Basil Zafiriou 


For more information, please contact Basil Zafiriou. 


a 
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Downsview Park was 
incorporated in July 
1998 and began 
operations in April 
1999. 


Parc Downsview Park Incorporated 


Parliamentary control of programs and spending 


Background 


17.51 Inits 1994 Budget, the 
government announced the closure of 
Canadian Forces Base Toronto at 
Downsview. The National Defence Budget 
Impact Paper, referred to in the Budget, 
went on to say “[the] Downsview site will 
be held in perpetuity and in trust primarily 
as a unique urban recreational green space 
for the enjoyment of future generations.” 


17.52 In November 1995, the 
government approved the following 
principles for development of the park: 


e Retain more than one-half of the site 
as parkland. 


* Be “self-financing” from sources 
outside federal appropriations (with some 
limited exceptions) including the ability to 
raise limited debt from the private sector. 


* Be capable of raising and retaining 


_ other qualifying revenues, and forming 


corporate relationships with third parties 
for this purpose. 


* Operate on the principle of a “trust 
concept” recognizing the special nature of 
these lands. 


* Accommodate a continuing military 
presence. 


17.53 In April 1997, the government 
issued an order-in-council authorizing 
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Canada Lands Company Limited to set up 
a subsidiary corporation to develop the 
park. 


17.54 Canada Lands Company Limited, 
originally named Public Works Lands 
Company Limited, was incorporated 
under the Companies Act in 1956. Its 
charter, continued under the Canada 
Business Corporations Act, specifies the 
following purposes and objects: to 
acquire, purchase, lease, hold, improve, 
manage, exchange, sell, turn to account or 
otherwise deal in or dispose of real or 
personal property or any interest therein. 
Canada Lands Company Limited (Canada 
Lands) was listed as a parent Crown 
corporation in 1984 in Part I of Schedule 
Il of the Financial Administration Act 
(FAA). 


17.55 Canada Lands incorporated Parc 
Downsview Park Inc. (Downsview Park) 
as a wholly owned subsidiary Crown 
corporation in July 1998, and Downsview 
Park began operations in April 1999. 


Issues 


17.56 In order to implement its 
intentions for Downsview Park, the 
government has: 


* issued an order-in-council 
authorizing Canada Lands to incorporate a 
new Crown corporation, Parc Downsview 
Park Inc., as a subsidiary of Canada Lands 
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pursuant to paragraph 91(1)(a) of the 
Financial Administration Act; 


+ transferred control and responsibility, 
as well as the benefits from management 
of the Downsview lands, to Canada Lands 
and subsequently to Downsview Park 
under a management agreement with 
National Defence, while National Defence 
continues to hold title to the lands; 


* provided initial funding of 
Downsview Park from an existing 
National Defence vote; and 


* issued an order-in-council 
authorizing the transfer of the first parcel 
of land (about 32 acres) to Downsview 
Park pursuant to paragraph 16(1)(a) of the 
Federal Real Property Act. 


17.57 Also, in contrast to the normal 
practice when the government transfers 
properties to Canada Lands, the proceeds 
from the development and operation of 
properties transferred to Downsview Park 
will not be deposited in the Consolidated 
Revenue Fund; rather, they will be spent 
on the development and operation of the 
park. 


17.58 Parliamentary authority was not 
sought for any of the above-noted 
activities. 


No parliamentary approval to develop 
the Downsview Park 


17.59 Downsview Park, a unique, urban 
recreational green space owned and 
operated by the Government of Canada, 
represents a significant departure from 
national parks. Rather than a wilderness 
that needs to be protected, Downsview 
Park is an urban site that is being 
transformed into a park. 


17.60 Despite some similarities, there 
are significant differences in mandates and 
operating characteristics between Canada 
Lands, the parent corporation (commercial 
property disposal) and its subsidiary 
(non-commercial park management). 


a eee 
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17.61 Normally, when a new Crown 
corporation is established with unique 
operating characteristics, it receives a 
mandate from Parliament through 
legislation establishing a parent Crown 
corporation. In this case, the government 
chose to set up Downsview Park as a 
subsidiary. It required only an 
order-in-council to accomplish its 
purpose. 


No parliamentary approval to spend 


funds on the Park 
The government chose 


17.62 In August 1998, the government : 
confirmed its intentions for Downsview to set up Downsview 
Park: Park through an 

¢ Land intended for residential and order-in-council. 


commercial development would be 
transferred to Downsview Park and the net 
proceeds of the subsequent development 
would accrue to the Park. 


+ Leasing revenues generated by 
interim management of the site would 
accrue to Downsview Park. 


17.63 Downsview Park was capitalized 
by $2.9 million of surplus funds generated 
by property management activities at the 
Downsview Park base up to 31 March 
1999. Leasing revenues for the next four 
years are expected to exceed $20 million. 


17.64 Half the land (300 acres) will be 
used for commercial or residential 
development. The other 300 acres will be 
developed as a park. Downsview Park 
expects that commercial and residential 
development will generate more than 
$145 million over the next 15 years for 
developing and operating the park. 


17.65 In August 1999, the Treasury 
Board approved the first transfer of land 
for commercial development and 
acknowledged that Downsview Park 
would not be in a position to pay anything 
for the land for “decades.” 


Proceeds from the 
development of 
Downsview Park will 
not be deposited in the 
Consolidated Revenue 
Fund. 


17.66 Normally, the government 
acquires land to meet its needs to deliver a 
program, such as National Defence. When 
the land is no longer needed for program 
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The government needs 
to get clear and 
explicit approval from 
Parliament for 
Downsview Park. 


purposes, it is declared surplus and is sold. 
The proceeds from the sale are returned to 
the Consolidated Revenue Fund (CRF). 
Parliament then votes on its program 
priorities and appropriates money from the 
CRF through the Estimates process. This 
process is intended to ensure that spending 
of public money is authorized by 
Parliament. 


17.67 Inthe case of Downsview Park, 
the government has, in substance, 
transferred assets to another entity and, by 
developing those assets, intends to fund 
new program activities. Parliament was 
not asked to appropriate funds for 
development of the park and for park 
activities. 


Other problems due to the mechanisms 
used to create Downsview Park 


17.68 The government’s choice of the 
subsidiary corporation legal form has led 
to difficulties in achieving its vision of the 
Downsview Park and to a number of other 
difficulties. 


17.69 During 1999-2000, National 
Defence spent approximately $4.8 million 
for Downsview Park operations and 
development. It expects to spend 

$4.5 million annually on Downsview Park 
for the next three years. To date, these 
expenditures have been charged to 
National Defence’s Vote 1, which 
Parliament has authorized to be used for 
the Department’s operating expenditures. 
In our view, the expenditures related to the 
development of the Downsview Park site 


_(approximately $2 million of the 


$4.8 million) are not a valid charge 
against National Defence Vote 1. 


17.70 Downsview Park, like its parent, 
is a taxable Crown corporation. The 
“trust” concept for the new park 
contemplated that Downsview Park would 
be eligible to receive charitable donations. 
Canada Lands was authorized to 
incorporate Downsview Park Foundation 
to solicit charitable donations in support 


of the park. However, under the Jncome 
Tax Act, the Foundation may donate its 
funds only to a “qualified donee”. 
Downsview Park is not a “qualified 
donee” for income tax purposes. Canada 
Lands has recognized this problem and 
has proposed setting up an additional 
charitable organization to receive 
donations collected by the Downsview 
Park Foundation. 


17.71 Downsview Park’s taxable status 
introduces complexities to the acquisition 
of property. If property is acquired at no 
cost, it results in higher income taxes 
when the property is sold and it can also 
result in capital taxes. This has added to 
the delay in transferring properties, as 
taxes would absorb funds meant for the 
park. 


Conclusion 


17.72 Each step in the founding and 
development of Downsview Park was 
completed in accordance with the relevant 
governing legislation — except for the 
payment of $2 million, as described in 
paragraph 17.69. However, the individual 
steps together had the effect of leaving 
Parliament out of the decision-making 
process. 


17.73 ‘In our view, if the Government of 
Canada wishes to set up an urban park and 
invest more than $100 million of public 
funds therein, it should have clear and 
explicit approval from Parliament to 

do so. 


Public Works and Government Services 
Canada’s response: Following approval 
of the Downsview Park initiative as part 
of the 1994 Budget, the establishment of 
the urban park and the subsidiary 
corporation to manage the park’s 
development, Parc Downsview Park Inc., 
has been undertaken in a manner that 
respected both the role and the authority 
of Parliament, as expressed through the 
legislative framework governing Crown 
corporations. 
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Although the Auditor General 
acknowledges that each step in the 
founding and development of Downsview 
Park was completed in accordance with 
the relevant governing legislation, the 
Auditor General has expressed the opinion 
that clear and explicit parliamentary 
authority should have been sought for the 
project. The mandate and purposes of 
Parc Downsview Park Inc. are fully 
consistent with those of the parent 
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corporation, Canada Lands Company 
Limited, and the other current and past 
subsidiary corporations of the parent, for 
example, the CN Tower and the Old Port 
of Montreal. 


It is further noted that the development of 
Downsview Park has been conducted in 
an open and transparent manner, with 
ongoing opportunities for consultation 
and review by Parliament through the 
annual tabling of legislated reports. 


Audit Team 


Assistant Auditor General: John Wiersema 
Principal: Crystal Pace 


For more information, please contact Crystal Pace. 
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Indian and Northern Affairs Canada 


Non-recovery of expenditures for safe drinking water on Indian 
reserves affected by Manitoba Hydro development 


Background 


17.74 In December 1977, the Northern 
Flood Agreement (NFA) was entered into 
by four parties to provide a framework for 
compensating five Indian communities, 
home to over 7,500 Cree Indians, for the 
adverse effects of hydro-electric 
development projects by Manitoba Hydro, 
a provincial Crown corporation. The 
development projects involved the 
diversion of the Churchill River into the 
Nelson River so that generating stations 
along the Nelson could produce more 
hydro-electric power. By 1977, Manitoba 
Hydro had diverted up to 90 percent of the 
Churchill River into the Nelson River. 


17.75 The four parties to the agreement 
were the Government of Manitoba 
(Department of Northern Affairs), the 
Manitoba Hydro-Electric Board 
(Manitoba Hydro), the Northern Flood 
Committee Inc. (an Indian corporation 
representing the five affected 
communities) and the Government of 
Canada (Indian and Northern Affairs 
Canada). 


17.76 Under the 1977 NFA, Indian and 
Northern Affairs Canada undertook to 


ensure the continuous availability of safe 
drinking water to the five affected 
communities. Under the same agreement, 
Manitoba Hydro undertook to reimburse 
the Department for 50 percent of the 
expenditures incurred in providing such 
water, to the extent that the Department’s 
expenditures were attributable to the 
adverse effects of Hydro projects. 


17.77 The agreement provides for the 
arbitration of disputes that cannot be 
settled directly by the parties. It further 
provides for the removal of the arbitrator 
upon agreement of three of the four 
parties. 


17.78 Claims were filed with the 
arbitrator by the affected communities in 
1982 and by the Department in 1984. The 
disputes centred on the communities’ 
allegations that the Department was not 
meeting its obligation to ensure a 
continuous supply of potable water, as 
well as the Department’s allegations that 
Manitoba Hydro was failing to pay its 
share as required under the agreement. 
Multi-party negotiations to settle these 
claims, including direct negotiations 
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between the communities and Manitoba 
Hydro, continued at various times during 
this period through to 1988 and beyond. 
However, no monetary resolution was 
reached. 


17.79 In May 1988, the Department, 
without the participation of Manitoba 
Hydro, entered into an agreement with the 
five communities and other parties to 
satisfy its obligation for potable water. 
Under this agreement, the Department was 
to provide $88.5 million to a contractor, 
authorized by the affected communities; 
the contractor was to implement a major 
water system development project to 
service 90 percent of the homes. The 
Department agreed to transfer any 
expenditures it recovered from Manitoba 
Hydro to the contractor to expand the 
scope of the water system development, 
although specific projects to be funded by 
the recoveries were not identified. 
According to the Department, the project 
was substantially completed by March 
1992. 


17.80 At July 2000, Manitoba Hydro, in 
consultation with the Department and the 
affected First Nations, was in the 
preliminary stages of planning additional 
hydro-electric development projects. 


17.81 In 1992 (Chapter 15) and 1994 
(Chapter 2), we reported our audit 
findings on selected issues concerning 
Indian and Northern Affairs’ 
implementation of the Northern Flood 
Agreement. 


Scope 


17.82 This audit assesses the 
Department’s application of the 
expenditure recovery provisions in the 
December 1977 Northern Flood 
Agreement and the related May 1988 
agreement respecting its obligation to 
ensure a continuous supply of potable 
water to the communities. 


17.83 We did not attempt to establish 
the amount that was spent to provide 
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potable water and how much, if any, 
should be recoverable. That responsibility 
belongs to Indian and Northern Affairs 
Canada. Although there are necessary 
references to other parties, our 
observations are directed to the 
Department as the Crown’s custodian of 
the reserve lands. 


Issues 


A lingering dispute 


17.84 In our 1992 audit, we observed 
that a major dispute had developed 
regarding the determination and recovery 
of Indian and Northern Affairs Canada 
expenditures from Manitoba Hydro. The 
expenditures pertained to the 
Department’s obligation under the 
Northern Flood Agreement to ensure a 
continuous supply of safe drinking water. 
The Department considered that Manitoba 
Hydro owed up to $80 million, as of 1988, 
for its share of the new water system and 
related operating costs. Manitoba Hydro 
disagreed and made no reimbursement to 
the Department. 


The issue of 
non-recovery of 
expenditures has 
lingered for over 
20 years. 


17.85 In our current review of this case, 
Indian and Northern Affairs Canada 
reported that it had provided $151 million 
for capital and operating costs for 
water-related projects in the five 
communities between 1976 and June 
2000. These expenditures include 

$65 million for costs of water systems and 
related items incurred under the 1988 
agreement. 


17.86 The Department indicated that 
Manitoba Hydro and the Department 
remain far apart on what portion of the 
expenditures should be recoverable from 
Manitoba Hydro. At July 2000, more than 
two decades since the hydro-electric 
development, no settlement had been 
reached. The Department has not 
recovered any expenditures under the 
1977 Northern Flood Agreement, and 
consequently no additional funds have 
been transferred to the communities’ 
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About $151 million has 
been spent on 
water-related projects. 


contractor as provided for under the 1988 
agreement. 


Why the Department has not recovered 
Manitoba Hydro’s share of expenditures 


17.87. Several factors have contributed 
to the Department’s lack of recovery. The 
following are some of them, based on 
departmental information. 


17.88 Deficiencies in the Northern 
Flood Agreement. The Department 
signed an ambiguous agreement, thereby 
contributing to the dispute. For example, 
the NFA provides for Manitoba Hydro to 
reimburse Indian and Northern Affairs 
Canada for the adverse effects of the 
hydro-electric projects, but does not 
indicate what would constitute adverse 
effects, how they would be identified and 
evaluated, or how they would be 
attributable to Hydro’s projects. 


17.89 The NFA fails to set out an 
agreed-upon course of remedial action 
respecting the adverse effects and the 
supply of potable water. In addition, the 
agreement does not indicate the criteria 
and methodology to be used for 
calculating costs of significant obligations 
and deadlines for performance and 
payment. 


17.90 The deficiencies in the NFA have 
given the individual parties the 
opportunity to interpret the agreement to 
their respective advantages, thereby 
prolonging an old dispute. 


17.91 Lack of linkage of development 


’ impacts to remedial action and costs. It 


is not evident that baseline information on 
water conditions, necessary for 
determining the impacts of the hydro 
projects, was gathered and assessed before 
the projects began. Consequently, it has 
become arguable whether the remedial 
action and associated expenditures are 
consistent with the parties’ intent when 
the Northern Flood Agreement was signed 
in 197% 
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17.92 In addition, no agreement was 
obtained among the parties as to what 
would constitute recoverable costs as a 
result of the hydro development. 
Currently, studies and the completion of a 
database on water flows and water quality 
are in progress, with the involvement of 
the Department. It is expected that these 
will help to determine the impact of the 
hydro-electric projects on potable water. 


17.93 Lack of finalization of the 
Department’s claim. In June 2000, Indian 
and Northern Affairs Canada updated its 
analysis of expenditures for water-related 
projects. This analysis, totalling 
approximately $151 million, is still under 
review. 


17.94 We noted that the NFA imposes a 
“reverse onus” requirement on Manitoba 
Hydro; that is, Hydro must establish that 
its projects did not cause or contribute to 
an adverse effect where any claim arises 
by virtue of an actual or purported adverse 
effect of the projects. Since the 
Department routinely funds various types 
of capital projects on reserves, a major 
unresolved issue is the extent to which its 
expenditures for potable water are 
attributable to the adverse effects of the 
hydro-electric projects. 


17.95 Use of arbitration. The Northern 
Flood Agreement provides that disputes 
may be settled by arbitration. In 1984, the 
Department filed a claim with an 
arbitrator for the recovery of expenditures 
incurred for potable water. This claim, 
however, did not specify the amounts to 
be recovered from Manitoba Hydro. 
Although some arbitration decisions have 
been made over the years, the arbitrator 
has made no monetary quantification of 
this claim. In addition, the Department 
suspended active pursuit of the claim 
when it chose to negotiate broader NFA 
implementation agreements with the 
affected First Nations. 


17.96 In our view, the Department has a 
responsibility to assess the progress of 
arbitration; this includes the reasons for 
delays caused by any party, including 
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itself. The Department and other parties 
could have applied at any time during the 
past 16 years to the appropriate courts for 
relief from undue delays if an assessment 
of progress indicated that this was 
warranted. 


Current status of the Department’s 
claim 


17.97 | According to the Department, its 
intention in recent years was to 
recommence a formal hearing process on 
the claim in 1998. The planned hearing 
date was deferred to the fall of 1999 and 
again in 2000 to spring 2001. Reasons 
cited for the lengthy process include the 
complexity of the case and the 
information needs that must still be met. 


17.98 In addition, the Department is 
currently developing a negotiating 
protocol that it believes may lead to 
further discussions with Manitoba Hydro. 


Conclusion 


17.99 We are concerned that for over 
20 years, Indian and Northern Affairs 
Canada has not made any recoveries from 
Manitoba Hydro pursuant to the Northern 
Flood Agreement. The potential amount is 
substantial. 


17.100 We believe that the Department 
has taken an unreasonably long time to 


finalize the information necessary to 
complete and support its claim for 
reimbursement. We urge the Department 
to use its experience in this case to avoid 
similar problems in future hydro-electric 
projects that are currently being planned. 


Indian and Northern Affairs Canada’s 
response: Indian and Northern Affairs 
Canada acknowledges the observations 
made in regard to challenges in 
implementing the Northern Flood 
Agreement (NFA) and in particular to the 
recovery of a portion of departmental 
expenditures from Manitoba Hydro for the 
provision of a safe supply of water to the 
five affected NFA communities. 
Accordingly, the Department is further 
intensifying its efforts to effect recoveries 
from Manitoba Hydro. 


The Department, in consultation with the 
five NFA communities, continues to refine 
its strategy to deal with the outstanding 
issues arising from the recovery provisions 
of the NFA. The need to be clear on 
obligations and how roles and 
responsibilities of the parties will be 
discharged continues to be a critical 
factor in the development of this strategy. 
The Department notes the point made in 
regard to avoiding problems associated 
with a lack of clarity when entering into 
similar agreements in the future. 


Audit Team 


Assistant Auditors General: Maria Barrados and Don Young 


Principal: Grant Wilson 
Director: Ted Bonder 


For more information, please contact Ted Bonder. 
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Indian and Northern Affairs Canada 


Significant risk that a $113 million relocation project will not 
adequately address the needs of the Innu 


For many years, the island community of 600 Mush au Innu of 


Labrador has experienced SU 
substance abuse and the ero 


oo 
We found that : 
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Background 


The problem 


17.101 The plight of the residents of 
Davis Inlet has surfaced periodically over 
many years. Reports of suicides and 
attempted suicides, severe unemployment, 
substandard living conditions, substance 


’ abuse, poor health and fatal fires have 


painted a dismal picture of life in the 
community. Their state of affairs brought 
the community to national and 
international attention, and the issue of 
responsibility was raised. In July 1992, the 
community brought a complaint to the 
Canadian Human Rights Commission 
against the Government of Canada and the 
Government of Newfoundland and 
Labrador. 


avis Inlet i in 
or health, suicides, 
with little indicatio 


17.102 The complaint alleged that 
Canada had failed to exercise its 
constitutional responsibility in respect of 
the Innu, with a consequential failure to 
provide the Innu with the level and quality 
of services received by other Aboriginal 
peoples in Canada. The complaint also 
asserted that the Mushuau Innu had been 
subjected to two relocations since 1947, 
with the knowledge or involvement of 
Canada and of Newfoundland and 
Labrador. These moves had contributed to 
a high level of social dysfunction caused 
by inadequate housing and impediments 
against traditional hunting pursuits. As 
well, there were several indications that 
the health of the Innu residents of Davis 
Inlet was cause for serious concern. 


17.103 The Innu also claimed 
unquantified compensation from Canada 
for its alleged failure since 1949, when 
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Newfoundland joined Canada, to 
recognize the constitutional status of the 
Innu, and for the government’s alleged 
breach of its fiduciary duty to them. 
Among other allegations, the Innu 
expressed their belief that the government 
had discriminated against them and had 
infringed on their rights. 


17.104 In November 1992, the Canadian 
Human Rights Commission engaged an 
independent investigator to examine the 
grievances of the Innu and to recommend 
corrective measures where warranted. The 
resulting report in August 1993 generally 
supported the Innu. However, in the 
opinion of the Commission, the case did 
not fall within its jurisdiction and 
therefore it never formally decided the 
Innu claim. 


The remedy 


17.105 By February 1994, the 
Government of Canada recognized the 
Mushuau Innu as being Indians within the 
meaning of the Constitution Act, 1567. In 
doing so, the Department announced its 
support for the relocation of the Innu, as 
desired by them, from the Davis Inlet site. 
The intention was that the relocation 
would contribute to an effective remedy to 
the residents’ unsatisfactory 
socio-economic situation by assisting in 
the longer-term renewal of the health, 
culture, society and economy of the 
Mushuau Innu people. 


17.106 The Innu voted on five possible 
relocation areas. Their overwhelming 
choice was to adopt Little Sango Pond, 
Natuashish, located on the mainland of 
Labrador, some 15 kilometres away from 
their current island site at Davis Inlet. 
According to departmental information, 
the Innu believed that this site would 
provide sufficient fresh water and meet 
other essential needs of the community. 


17.107 Canada (Indian and Northern 
Affairs Canada), Newfoundland and 


Labrador and the Mushuau Innu Band 
Council signed the Mushuau Innu 
Relocation Agreement (MIRA) in 
November 1996. Under the MIRA, the 
Government of Newfoundland and 
Labrador provided the land for the new 
community site by means of a lease with 
the Innu for 20 years at a cost of $1. The 
lease provides for its renewal or possible 
transfer of land title to the Innu. 


17.108 Indian and Northern Affairs 
provided funding for relocation planning, 
design, construction and other related 
items at an estimated cost of $82 million 
in 1996, later increased to $113 million. 
The cost elements include water and 
sewer systems, roads, power station, 
school, nursing station, airport, wharf, 
post office, housing, offices, police and 
fire facilities and other infrastructure 
items, as well as decommissioning of the 
existing site. Payments pursuant to the 
MIRA are made under annual contribution 
arrangements between the Department and 
the Mushuau Innu Band Council. At 
March 1999, $47 million had been spent 
toward the relocation. 


Scope 


17.109 The history of the Mushuau Innu 
records at least two previous relocations 
prior to the current one in progress. They 
have occupied their current site at Davis 
Inlet since 1967. 


17.110 Given the current state of affairs, 
it is evident that any relocation can pose a 
great risk to the well being of the 
community. It therefore becomes 
especially important that relocation 
initiatives include careful consideration by 
the Department of all the elements 
required to successfully address the known 
social pathologies. 


17.111 Our review focussed on whether 
the Department had taken adequate steps 
to ensure that the relocation would 
achieve the intended results. 
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The Department is 
providing substantial 
funding for the 
relocation of the Innu. 
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The relocation 
agreement seeks to 
help improve the Innu 
way of life. 


The Department does 
not have a plan to 
address the specific 
socio-economic 
needs. 


Issues 


Addressing social pathologies 


17.112 The objectives of the MIRA are 
to provide for the relocation of the 
Mushuau Innu from Davis Inlet for the 
purpose of assisting in the longer-term 
renewal of their health, culture, society 
and economy. The Department’s main 
responsibilities were to ensure that the 
relocation was properly managed, while 
also ensuring that the socio-economic 
needs of the community in their chosen 
location would be effectively addressed. 


17.113 Accordingly, we expected the 
Department, as project leader, together 
with the Mushuau Innu, to have fully 
identified, planned and implemented the 
measures needed to remedy the social 
pathologies. In this regard, the 
Department possessed several 
socio-economic studies submitted by the 
Innu between 1992 and 1995. 


17.114 In December 1995, the Innu 
reported their social reconstruction plan to 
the Department to meet a condition of the 
Department’s 1994 commitment to 
address their needs. 


17.115 The social reconstruction plan 
identified many socio-economic needs and 
listed 131 intended initiatives as solutions. 
These included projects on Innu culture, 
health and social services, education and 
training, justice, and traditional and 
non-traditional economies. The plan also 
referred to numerous other reports on 
social and technical matters that the Innu 


had provided previously to the 


Department. 


17.116 However, we found little 
evidence that the Department had 
adequately assessed the December 1995 
Innu social reconstruction plan to 
determine its potential contribution to an 
effective remedy. Nor did the Department 
have an overall action plan to specifically 
address the reported issues, despite its 
requirement that the Innu conduct and 


17-28 


report such studies to it. The Department 
indicated in August 2000 that a plan for 
remediating the health and social ills will 
be developed in concert with other federal 
and provincial departments. The delay in 
developing a plan is particularly 
disturbing since the issues have been well 
known to the Department for many years. 


17.117 We believe that a significant risk 
remains that the pathologies afflicting the 
Innu community will simply be 
transferred to the new location at Little 
Sango Pond, despite spending some 

$113 million. 


Development of the relocation 
infrastructure 


17.118 The MIRA designates the 
Department as the project leader for the 
relocation. In this capacity, the 
Department has the authority for all 
decisions pertaining to Canada’s interest 
in all matters relating to the planning, 
design and construction of the project. 


17.119 The overall implementation of 
the project is being carried out under the 
control and direction of the Mushuau 
Innu, through a project manager selected 
by the Innu in consultation with the 
Department. The powers and duties of the 
project manager are determined jointly by 
the Innu and the Department. These 
include implementing the project, 
reviewing and updating cost estimates, 
monitoring project cost, quality and 
progress and, where appropriate, 
recommending corrective action to the 
Mushuau Innu and the Department. We 
noted that the Department had not 
evaluated the capacity of the Innu to 
manage such a large and complex project 
prior to establishing the roles of the 
parties under the MIRA. 


17.120 Further, we are concerned that 
although the Department estimated in 
1996 that the relocation costs could reach 
about $110 million, it started the project 
with financing of $82 million, the 
maximum amount initially authorized. 
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This approach, in our view, is not 
consistent with sound project 
management. 


17.121 We found that as at July 1999, 
the estimated cost had escalated to 

$113 million. The Department attributes 
most of this increase of $31 million, or 
about 35 percent, to higher project 
management and related project costs, 
including: 


* capacity building for the Innu 
through their participation as an integral 
part of the project management and 
construction teams; 


* an increase of 33 percent in the 
number of houses to be built; 


* changes in technical standards for 
sewage lagoons and energy needs; 


* increased costs of telecommunica- 
tion services; and 


+ changes in standards and needs for 
various municipal and other buildings. 


17.122 While it is not unusual for the 
initial cost estimates of certain 
components to be revised as better 
information becomes available, the costs 
of capacity building, housing needs and 
some other items attributed to the cost 
escalation should have been better 
anticipated. 


17.123 Departmental information also 
showed that the project was one year 
behind its five-year schedule as of April 
2000. The reported reasons for delays 
include problems relating to the selection 
of a project manager, disagreement over 
tendering practices for construction, 
redesigns arising from requests for larger 
facilities and strained relations among 
some of the parties. 


17.124 Any delay means that the Innu 
continue to live in substandard conditions 


while they remain exposed to social risks. 
The Department has noted that the 
planned relocation date of fall 2001 is at 
risk. 


Conclusion 


17.125 The Department needs to take 
adequate steps to ensure that the 
relocation will achieve the intended 
results of remedying the known social 
pathologies in the Innu community. In 
addition, it needs to ensure the timely 
completion of the physical relocation 
within approved cost levels. Finally, we 
believe that the Department needs to 
become more actively involved with the 
project to help ensure success, while 
supporting the role of the Innu. 


Indian and Northern Affairs Canada’s 
response: In responding to the social 
problems experienced by the Mushuau 
Innu of Davis Inlet, the federal 
government shared the Innu’s objective of 
restoring a healthy, productive, 
independent society. The relocation 
project was, and still is, a key element in 
achieving this objective. Since 1999, 
federal and provincial partners have 
insisted on increased accountability by 
Innu leadership for funds provided for 
construction, healing and social projects. 


The various federal and provincial 
agencies recognize the Department's 
leadership role and are anxious to see this 
community rejuvenated. To increase its 
capacity to respond, Indian and Northern 
Affairs Canada’s Atlantic Region has 
recently created a new directorate to 
manage all Newfoundland and Labrador 
files, including the Davis Inlet Relocation 
Project. One of the key priorities of this 
organization will be to enhance healing 
and capacity measures by working jointly 
with the Mushuau Innu. Concurrent with 
organizing the directorate, a new plan for 
remediating the health and social 
problems will be developed, in concert 
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with the Mushuau Innu and federal and 
provincial departments. 


Audit Team 


Assistant Auditors General: Maria Barrados and Don Young 
Principal: Grant Wilson 
Director: Ted Bonder 


For more information, please contact Ted Bonder. 
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